-AR68 


Winspear Business Reference Library 
University of Alberta 

1-18 Business Building 

Edmonton, Alberta T6G 2R6 


foryou 


LAURENTIAN 
BANK 


Table of contents 


Financial highlights J] | Message to shareholders J Performance and financial objectives Review of operations 


Integrated risk management & 


Management's discussion and analysis of results of operations and financial condition 


Corporate governance 


Statistical review # Consolidated financial statements @j Notes to consolidated financial statements 


Offices 


Subsidiaries and affiliated companies 


Board of Directors ] Executive officers 


£6 \t's a pleasure to serve our 
clients because we're proud of the 
organization we work for. 39 


Suzie SAVARD 
Manager, Customer Service, 
Val d'Or branch 


46We are our clients’ partners in 
“managing their businesses. They 
have every right to expect that we 
provide quality advice and manage 
their assets as though they were 
our own. 37 


STEPHANE LAFOREST 
Investment Advisor, 
Laurentian Bank Securities 


££ It is always a pleasure to get 
to know clients. | enjoy giving 
them ail the time necessary 

and developing a long-term 
relationship based on knowledge 
and trust. 33 


ANDRE ALLARD 
Senior Advisor, Financial Services 


£6 Our clients are entitled to 
expect that we play a strategic 
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financialhichlichts 


Net income 
(in millions of dollars) 


(in millions of dollars, except per share amounts) 2002 2001 2000 
PER COMMON SHARE : 
Net income per common share : 

basic $ 1.277 $ 3.40 $ 3.36 

diluted $ 1.26 $ 3:30 $ 3.35 
Dividends $ 1.16 $ 1.06 $ 0.94 
Book value gL 26.57. $ 27.08 $ 24.90 
Share price ea 

High $ 41:30 a3 $ 83125 $ 26.00 

Low $ 25.53 $ 24.00 $ 15.50 

Close $ 28.08 $ 27.41 $. 24.50 
Number of shares outstanding (in thousands) 

Average 23,095 22,710 20,154 
End of period 23,409 22,868 20,154 
Price/earnings ratio 22.1 x 8.1 x VAS) 9,8 
Market to book value 106 % 101 % 98 % 
Dividend yield 413 % 3.87 % 3.84 % 

Total revenue $ 600.4 $ 630.8 $ 490.7 
Net income So 44a $ 90.7 $- 81.7 
Net income available to common shareholders $ 29.3 $ 77.2 $ 67.7 

Other income 

As a % of total revenue 42.4 % 42.1 % 43.2 % 

As a % of average assets See Ye 1.55 % 1.47 % 
Return on average assets 0,24 % 0.53 % 0.57 % 
Efficiency ratio : = \ 

Non-interest expenses as a % of total revenue 67.8 % 70.6 % 72.0 % 
Return on common shareholders’ equity ae % 13.1 % 14.4 % 
Balance sheet assets $ 18,596 $ 17,696 $ 14,741 
Cash resources and securities $ 3,504 $ 2,506 $ 1,669 
Loans and bankers’ acceptances $ 14,324 $ 14,426 $ 12,392 
Deposits by individuals Meee 12008e.1$ 11,520 $ 10,203 
Assets under administration $ 12,429 $ 13,053 $ 14,208 
Cash resources and securities Sse 

As a % of balance sheet assets ee 18.8 % 14.2 % 11.3 % 
Deposits by individuals takes 

As a % of total deposits +. 80/2°% } 79.3 % 83.4 % 

As a % of loans and bankers’ acceptances 83.8 % 79.9 % 82.3 % 

| 
Diluted net income Return on common 


per common share shareholders’ equity 


(in dollars) (as a percentage) 


205) if aN 
Vee = = : a 

1998 1999 2000 2001 2002 | 1998 1999 2000 2001 2002 1998-1999 2000-2001 +2002 
“ $714.7 million, excluding special items () $2.85, excluding special items “) 42.3%, excluding special items 


®) $90.9 million, excluding special items ) $3.38, excluding special items 


As at October 31 


2000 
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QUALITY OF ASSETS 


Net impaired loans 

As a % of loans and bankers’ acceptances 
Allowance for loan losses 

As a % of gross impaired loans 


As a % of gross loans and bankers’ acceptances 


Geographic distribution of loans") 
Quebec 
Ontario 
Western Canada _ 

Loan distribution" 
Personal 
Residential mortages 
Commercial mortgages 
Commercial and other 

CMHC insured mortgages 
As a % of residential mortgages 


0.2 

$ Ze, $ 134 
96 % 84 
1.50 % 0.93 
51 % 51 
35 % 32 
14 % 17 
29 % 26 
50 % 51 
7 % i 
14 % 16 
61 % 59 


0.1 % 
$ 116 


CAPITALIZATION : 


Shareholders’ equity, non-controlling interest 
in a subsidiary and debentures 


Tier 1 capital ratio 
Total capital ratio 
Common equity to risk-weighted assets 


$ 1,269 $ 1,222 
8.8 % 8.1 % 
13.5 % 12.4 % 
7.0 % 


7.2 % 


$ 1,009 


Tet 6 
11.3 % 
6.0 % 


OTHER INFORMATION a 


Number of full-time equivalent employees 
Number of branches 
Number of automated banking machines 


As at October 31 
BY REGION 


ABMs 288 
Branches We 155 
Point-of-sale Financing 3,449. 
Point-of-sale Terminals 1,673 
Brokerage Offices e RG: 
Business Service Centers Pe 
Independent Financial Bake 
Advisors 3,354 


Quebec _ 


3,730 3,884 

214 230 

351 360 

2002 

Ontario West.) Total 


51 12 351 
48 rh 214 
2,614 1,517 7,580 
391 67 CREE 
te 

8 2 18 
5,054 3,722 12,130 


3,481 
204 
315 


2001 
Total 


360 
230 
6,660 
2,374 
13 

13 


10,000 


() Excluding assets purchased under reverse repurchase agreements. 


Efficiency ratio 
(non-interest expenses 
as a percentage of total revenue) 


1998-1999 2000-2001 2002 


“) 70.4%, excluding special items 


Balance sheet assets and 
assets under administration 
(in billions of dollars) 


— 


1998 1999 2000 2001 


2002 


e@ Balance sheet assets 
= Assets under administration 
¢ Total 


Loan portfolio mix 
(as a percentage) | 


ile 


T 
| 


nw | 
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For you. Our commitment is to make every effort to meet the needs and expectations 
of each of our customers, employees, partners and shareholders. It represents our 
undertaking to offer our retail and commercial clientele banking products and 
services that contribute to their financial security and success. 


With you. Our determination is to achieve our objectives by developing preferred 
relationships with each of our customers, employees, partners and shareholders. 


For Laurentian Bank of Canada, these are the necessary conditions to improve our 
performance and pursue our development. We want to transform this vision into a 
Significant competitive edge and an indispensable factor to attain our objectives 
in a demanding economic environment. 


messagetoshareholders 


bh While remaining extremely vigilant to 
avoid the pitfalls that are still present in this 
economic climate, the Bank is confident 
that its customers, retail and commercial 
alike, will appreciate the distinctive qualities 
and the competitive advantages of its 
product and service offering. iJ 


RAYMOND McMANUS 
President and Chief Executive Officer 
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A turbulent year 


Throughout the year, most North American financial institutions have had to absorb a series of 
shocks that have substantially eroded their revenues and profitability. It also hampered their 
manoeuvrability in managing their growth strategies. 


Not only did the meltdown of technology stocks, particularly in the telecommunications sector, 
continue to take its toll, but the repercussions of the terrorist attacks of September 11, 2001, along 
with other geopolitical factors, gradually undermined consumer confidence while clouding the 
business climate in the United States, Canada and many other industrialized countries. In addition, 
a series of financial scandals triggered a far-reaching crisis of investor confidence. The impact of 
these events will continue to hinder the performance of financial institutions and of various savings 
and investment vehicles over the next year. 


In this adverse business environment, we reacted quickly and efficiently in using the financial 
instruments and resources at our disposal to minimize the impact of market conditions on our 
performance. We have thus met our commitments, not only to our clientele and employees, but 
also to our shareholders, Simultaneously, we have applied initiatives to optimize the profitability of 
our operations and sustain the development of our principal activities. 


kh The development of a rigorous and 
effective integrated risk management 
framework remains a priority for the Bank. 
The general context of our industry together 
with more stringent requirements stipulated 
by government and regulatory authorities, 
have signalled a renewed sense of urgency 
to this activity. iJ 


JON K GRANT, O.C. 
Chairman of the Board 
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Preventive measures 


Given the market conditions that prevailed during 2002, we have mobilized our resources to put in 
place a series of preventive and control measures to avoid the recurrence of problem situations. 
Specifically, we have thus systematically and exhaustively reviewed our commercial loan portfolios. 
In addition, we performed an in-depth examination of our current policies and loan practices. For 
instance, Commercial Financial Services has redefined the strategic orientation of its commercial 
loan activities and reduced the maximum limit for a loan to a single new borrower to $20 million. It 
also reviewed the underwriting, monitoring and pricing of commercial loans to gradually optimize 
return on risk-related capital. 


Risk management policies have also received close attention throughout the year. The devel- 
opment of a rigorous and effective integrated risk management framework remains a priority for the 
Bank. The general context of our industry together with more stringent requirements stipulated by 
government and regulatory authorities, have signalled a renewed sense of urgency to this activity. 


In the second quarter of 2002, the Bank increased its loan loss provisions by $70 million. This 
additional provision was recorded for loan losses related to the Bank’s exposure to Teleglobe and 
to the deterioration of the overall credit quality of other commercial loans. 


This provision had a major negative impact on our financial results. For the year ended 
October 31, 2002, the Bank reported net income of $44.3 million or $1.26 diluted per common 
share, compared to $90.7 million or $3.37 diluted per common share in 2001. Without the addi- 
tional $70 million provision for loan losses, the 2002 net income would have been $86.8 million or — 
$3.09 diluted per common share. 


Having reviewed our loan policies we no longer have any significant commitments in what 
proved to be the highest risk sectors of the economy. The Bank can now capitalize on its major 
assets — the direct and indirect distribution networks of Retail Financial Services, Commercial 
Financial Services and B2B Trust — to power its development and maximize its profitability. 


The 2002 results can best be evaluated in this context. 


The Bank can now capitalize on its major assets — the direct and indirect distri- 
bution networks of Retail Financial Services, Commercial Financial Services and 
B2B Trust — to power its develooment and maximize its profitability. 


Effective initiatives 


Also in this context, we have pursued the devel- O Improve the management and operations 
opment of our operations and applied a number processes of our distribution network; 


of initiatives whose objectives are as follows: : : 
) aera Continue to enhance the efficiency and 


o Highlight our competitive advantages in profitability of the Bank. 
markets and niches where the Bank already 
has an edge; 
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During 2002, Retail Financial Services sys- cial services that are adaptable to the require- 
tematically implemented the principal elements ments and expectations of each customer. 
of its Sales Added Value Added (SAVA) program 
adopted in 2000. The results of this program are 
extremely positive. For instance, the automation 
of business processes has allowed the proces- 
sing of a larger volume of transactions and has 
generated additional revenues while enabling 
employees and advisors alike to provide superior 
quality service to the Bank’s customers. 


The Bank employees, be they in branches, 
corporate sectors or other areas of the organi- 
zation, have actively participated in the formu- 
lation and implementation of these initiatives. 
Their role in the development of the Bank’s 
activities and in its results is essential to the 
attainment of the Bank’s short and long-term 
objectives. 

A critical examination of the Bank’s direct 
and indirect retail distribution networks revealed 
that a key objective is the efficient and effective 
integration of these networks. This objective 
reflects the necessity of optimizing Bank oper- 
ations to present complete banking and finan- 


We plan to concretely increase their contri- 
bution and adopt the necessary measures to 
ensure that their experience and expertise is 
enhanced to meet customer needs. The most 
essential of these measures include the creation 
and offering of specific training programs. 


Key to development 


The initiatives and measures put in place in 2002 are closely linked to the development of the 
Bank’s strengths which have been honed during its rich 156 year history. 


After having “reinvented the role of banker” and provided to our entire organization a 
customer-centred orientation, today the Bank plans to establish and develop — for you and with 
you — preferred business relationships. Supported by a line of advanced technological tools and 
more importantly by an expert and attentive team, this approach will contribute to both the develop- 
ment and profitability of the Bank’s activities and the financial security of each and all. 


While remaining extremely vigilant to avoid the pitfalls that are still present in this economic 
climate, the Bank is confident that its customers, retail and commercial alike, will appreciate the 
distinctive qualities and the competitive advantages of its product and service offering. This is the 
key to continuous improvement of performance and sustained development. 


After having considered for some time the possibility of transforming the Bank into 
a holding company, we have decided, as part of our Business Plan, to maintain the present 
structure, which provides sufficient flexibility to attain our efficiency objectives and pursue our 
growth. A thorough review has indeed shown that the costs associated with a holding company 
structure, namely: diseconomies of scale, a share price discount and loss of flexibility, would largely 
exceed the benefits of such a structure. We will consequently continue pursuing partnership 
opportunities as they present themselves. 


During this turbulent period, the Bank has highlighted its distinctiveness and preserved its 
significant strengths to fuel its growth. In this respect the support and the contribution of 
the Bank’s employees, customers, partners and shareholders has been indispensable. We extend 
our thanks and wish to assure everyone of our dedication and our determination to redouble our 
efforts to make the Bank an institution that is constantly drawing closer to their needs and 
expectations. For you. With you. 


A Kom BRAK — 


Jon K. Grant, O.C. Raymond McManus 
Chairman of the Board President and Chief Executive Officer 
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Board of Directors 


On behalf of the members of the Board of Directors and all the employees of Laurentian Bank of 
Canada, we would like to express our appreciation to Mr. Henri-Paul Rousseau, who was our 
President and Chief Executive Officer from February 1994 to August 2002. Over the past eight years, 
the sustained development of the Bank, fuelled by opportune acquisitions, important transactions 
and the launching of B2B Trust, was stimulated by the vision he consistently exhibited. In addition, 
Mr. Rousseau also demonstrated exceptional leadership in building a solid and experienced team. 


We would also like to commend Mr. Alex K. Paterson, O.C. and Mr. Jacques Perron, who have 
left the Board of Directors after having been members since 1988 and 1995 respectively, for their 
active contribution to the development and the vitality of the Bank. Mr. Paterson recently served on 
the Human Resources and Risk Management Committees and was Chair of the Nominating and 
Governance Committee. Mr. Perron served on the Audit and Risk Management Committees. 


In 2002, the Board of Directors welcomed three new members, Mr. L. Denis Desautels, O.C., 
Mr. Jean Bazin and Mr. Jean-Guy Desjardins, while designating Mr. Pierre Michaud as Vice-Chairman 
of the Board. 


The number of directors has been set at 15 on February 8, 2001. 
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performance 
andfinancialobjectives 


The following table summarizes the Bank’s accomplishments with respect to its 2002 performance 
and financial objectives. 


This objective was not achieved. 

The Bank reported diluted earnings 
per common share of $1.26. The 2002 
results were significantly affected 

by the additional $70 million provision 
for credit losses related to the Bank’s 
exposure to Teleglobe and other 
commercial loans. 


Earnings per common share target 
of $3.85 or $3.82 diluted 


: 


This objective was achieved. In 2002, 
the Bank’s efficiency ratio improved by 
280 basis points to 67.8%. 


Improve the efficiency ratio from 
a level of 70.6% in 2001 


This objective was not achieved. 
Return on common shareholders’ 
equity was 4.8% compared to an 
industry average of 10.8% in 2002. 


Obtain a competitive return compared 
to that of the banking industry 


For 2003, the Bank has established the following objectives: 


Diluted earnings per common share 
target of $2.80 


~ Improve efficiency in each of the 
Bank’s lines of business 


Maintain BIS capital ratios at or 
above 8.5% for Tier | and 13.0% 
for Total capital 
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reviewo!foperations 


Throughout 2002, despite an often demanding economic climate, the lines of business 
and corporate sectors of the Bank spurred the growth of their operations with their 
usual vision and determination, which highlighted the assets that make Laurentian 
Bank a unique institution in the Canadian financial products and services industry. 


By committing themselves, for you, to en- 
hance their offering of products and services and 
improve customer service, the business lines, 
supported by the corporate sectors, are making 
a concerted effort to cultivate preferred relations 
with their various clienteles, with you. In the past 
year, this commitment powered the activities 
and achievements of the Bank. It is also shaping 
the new face of relationships with individuals, 
businesses, partners and shareholders, whose 
interests the Bank constantly has at heart. 


Retail Financial Services 


The integration of the acquired Scotiabank bran- 
ches in Quebec, completed in 2001, yielded the 
anticipated results, notably in terms of business 
retention, synergies and increased revenues. 


Invigorated by the success of this large-scale 
initiative, Retail Financial Services has focused 
its energies on harmonizing the resources avail- 
able in the branch network, to serve both local 
and regional markets. 


This initiative enabled the Bank to better 
pinpoint and understand the needs and expec- 
tations of its principal clienteles — retail cus- 
tomers and small and medium businesses — and 
to align its services with the relative importance 
of its primary markets. 


Retail Financial Services also concentrated 
on enhancing the line of services offered in the 
branch network, to tailor them to customers’ 
needs. Particular attention was paid to micro- 
businesses, that can now obtain loans of up to 
$250,000 through their local branch. 


In 2002, Retail Financial Services applied 
SAVA II, the second and final phase of the Sales 
Added Value Added (SAVA) program. The SAVA 
program has given rise, in the course of the year, 
to over fifty projects related to the six pillars of 
development of this business line: customer 
information, customer relations management, 
process efficiency, alignment to customer needs, 
potential revenues and change management. 


Designed to make Retail Financial Services a 
more customer-oriented organization, the SAVA 
program has considerably transformed the 
management methods of Bank branches and 
the other three types of distribution networks: 
“indirect” (point-of-sale financing, mortgage 
brokers, VISA), “direct” (Telebanking Centre, 
Outbound Call Centre) and “electronic” (ABM, 
Internet, Interac). The ultimate goal of the SAVA 
program is to facilitate the integration of these 
distribution networks. In the meantime, SAVA 
has spawned an innovative approach to cus- 
tomer service, together with the definition of new 
distribution methods. This approach has been 
labelled the Entrepreneurship project. 


Underpinned by the principles of decentral- 
ization, accountability and recognition, the pilot 
project is intended to highlight the role of branch 
employees as the principal link with customers. 
In the coming months, the Entrepreneurship 
project will test and analyse the efficiency of 
these new practices within a number of branches 
grouped into three local markets. 


bh ! am pleased to see how much importance 
Laurentian Bank attaches to the quality of its customer 
relationships, relationships based on the trust between 
each client and our financial institution. J 


Administrative Assistant, Control and Planning, 
Retail and Commercial Financial Services 


The success of the SAVA program has 
enabled Retail Financial Services to move closer 
to attaining its objectives, specifically by provid- 
ing the line of business with the necessary tools 
to develop a closer, preferred business relation- 
ship with each customer. 


This preferred relationship is grounded in 
detailed information and in-depth knowledge of 


ROsemay Liu 


the requirements, expectations and objectives of 
each retail customer. Equipped with a range of 
technological tools and relying on the optimi- 
zation of management and distribution modes, 
the Bank’s advisors have sufficient means and 
time to establish and cultivate this type of 
relationship in a highly efficient framework. 
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ANNIE LEMAY 


In parallel, customers can rest assured that 
at Laurentian Bank, their advisor has the requi- 
site training, experience and comprehensive 
information to clearly understand their situation 
and offer them products and services adapted 
to their needs. 


The Bank is confident that the development 
of ‘these preferred relationships with its cus- 
tomers, reinforced by an efficient and effective 
organization, and by motivated and attentive 
employees, is the key to its development and 
profitability. 


fb Listening — paying close, personal attention to each client — 
that’s the key to building a solid, long-lasting business relationship 
that allows clients to feel secure. J 


Customer Service Representative, Promenades Saint-Bruno branch 


Point of sale financing activities continued 
to advance during 2002. Today this service is 
available in nearly 7,600 establishments across 
Canada. Merchants participating in these agree- 
ments can now use a Web site, dedicated to this 
type of transactions. By facilitating the routing 
and analysis of credit applications, the new 
technological tools enable merchants and their 
customers to complete their transactions simply 
and efficiently. 
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Commercial Financial Services 


During 2002, Commercial Financial Services examined the quality of its loan portfolios, reviewed 
its strategic orientations and adopted preventive and proactive measures intended to ensure 
optimum risk control and improve its performance. 


This line of business thus emphasized business processes related to underwriting operations, 
credit approval mechanisms, control measures and pricing, together with recruitment and training 
of the human resources required to develop these activities. 


While consolidating its advantages and ensuring the continuity of its established business, 
Commercial Financial Services realigned its operations and focused its resources and energies on 
its principal markets. 


As part of this new orientation, the Bank sold the majority of its portfolio of mid-market 
business loan and related deposit accounts of the Vancouver Commercial Banking Centre. This 
transaction reflects the Bank’s objective of concentrating its commercial lending activities in 
Quebec and Ontario. Real estate financing activities, however, will be maintained in the principal 
urban markets across Canada. 


Moreover, Commercial Financial Services continued to forge strategic partnerships with 
companies having complementary activities. Agreements concluded with CIT Financial and 
Farm Credit Canada are the latest additions to Commercial Financial Services’ existing alliances 
with Penfund Management, the Business Development Bank of Canada (BDC) and Textron 
_ Financial Canada. 


To further the reconfiguration and consolidation of its loan activities, Commercial Financial 
Services plans to build closer and more enduring business relationships with its customers that 
will be mutually beneficial and that will directly contribute to enhancing the Bank’s profitability. 
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While consolidating its advantages and ensuring the continuity of its established 
business, Commercial Financial Services realigned its operations and focused its 


resources and energies on its principal markets. 


B2B Trust and Agency Banking 


This line of business is comprised of B2B Trust, 
a federally chartered subsidiary, and Agency 
Banking, a division of the Bank. Together they 
supply financial products and services to more 
than 12,000 independent financial advisors 
across Canada. 


B2B Trust is a leader in investment loans 
and the second largest administrator of self- 
directed retirement savings plans in Canada. In 


addition, private label financial products are 
offered to non-bank financial institutions and 
large scale retailers. 


Agency Banking and B2B Trust are major 
suppliers of wholesale deposit services distri- 
buted by financial advisors and deposit agents 
while Agency Banking also offers a full line of 
mortgage loans through independent brokers. 


The appointment of Mr. Bernard Piché to 
the position of President and Chief Executive 
Officer of B2B Trust, announced in August 2002, 
marked a new phase in the development of the 
Bank’s subsidiary, and confirmed the progress 
achieved since the initial public offering in 2001. 


Superior quality of service and innovative 
products have enabled B2B Trust and Agency 
Banking to build an enviable reputation and 
occupy a position of choice within their markets. 


This was validated with the establishment 
of new partnerships and the signing of several 
agreements during 2002, resulting in an in- 
creased client base for B2B Trust and Agency 
Banking, essential to fuel their growth and 
improve profitability. 


Mutual fund company Clarington Funds 
turned to B2B Trust to develop a line of invest- 
ment loans that is distributed to its clientele 
under its own label. B2B Trust also became a 
supplier of investment loans to Dynamic Mutual 
Funds, a mutual fund family that distributes a 
selection of B2B Trust financial products. 


Furthermore, Sun Life Assurance Company 
of Canada, a member of the Sun Life Financial 
Group, announced the creation of a loan program 
that is offered through B2B Trust to customers 
that hold or want to purchase a SunWise Individ- 
ual Variable Annuity Contract, the next gener- 
ation of segregated funds. 


Similarly, B2B Trust and Cl Mutual Funds 
have concluded a partnership agreement for the 
distribution of B2B Trust investment loans by 
Cl, which markets them under its own brand as 
a complement to its product line. 


Cartier Partners Financial Group and B2B 
Trust followed through with the letter of intent 
signed in 2001, by developing a line of invest- 
ment loans and a chequing account under Cartier 
Partners’ brand name offered to individuals that 
hold assets in the Cartier Money Market Fund. 
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Moreover, B2B Trust purchased the personal 
loans and assumed most of the deposit liabil- 
ities of Sun Life Financial Trust, a member of 
the Sun Life Financial group of companies. The 
total value of loans acquired stands at about 
$38 million, and approximately $98 million in 
deposits were assumed. As part of the same 
transaction, Agency Banking acquired the mort- 
gage loans of Sun Life Financial Trust, valued at 
about $29 million. 


As part of the same agreement, Sun Life 
Financial Trust also assigned to B2B Trust two 
marketing and distribution agreements with 
IPC Financial Network and IQON Financial, a 
member of the Sun Life Financial group of 
companies, under which B2B Trust will provide 
each of these entities with a selection of private 
label financial products for distribution to their 
respective customers. 


The partnership established between B2B. 
Trust and The Standard Life Assurance Company 
yielded a new development in 2002; a second 
investment loan program was launched. This 
program, which includes a\large array of invest- 
ment loan products, including investment loans 
for segregated funds, is marketed by the Standard 
Life distribution network. 


The distribution of new products, the signing 
of new agreements and the reinforcement of 
established partnerships are all closely linked to 
the advanced technological infrastructure that 
the Bank continues to upgrade to optimize its 
operations and to enhance the efficiency of each 
of its lines of business. 


The Bank’s advances in technology have pre- 
viously been publicly recognized, most notably 
by the Fédération de |’informatique du Québec 
and at the Canadian Information Productivity 
Awards. During 2002, B2B Trust was honoured 
once again, winning the Quebec Finance Grand 
Prix Award in the category Financial Institution of 
the Year. This award for excellence acknowledges 
the vitality of financial industry professionals, 
together with their innovative capacity and the 
determining role that financial institutions play 
towards the economic development of Quebec 
and throughout Canada. 
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Wealth Management and Brokerage 


The first year of operations of this consolidated line of business was significantly impacted by 
the downward movements of financial markets and by spiralling investor confidence that boosted 
the popularity of protected capital investment products and low risk performance funds. 


To some extent, this business environment highlighted the quality of the products and services 
offered by Wealth Management and Brokerage to private and institutional investors. The portfolio 
management activities of this business line advanced significantly, in both the institutional invest- 
ment sector and the private wealth management sector; net sales growth exceeded 25% in 2002. 


The BLC-Edmond de Rothschild Asset Management joint venture has become the linchpin of 
Wealth Management’s efforts to consolidate its activities. R Funds thus absorbed the IRIS Funds 
family, while several funds from the two families were merged, reducing their number from 33 to 22. 


At the end of 2002, BLC-Edmond de Rothschild Asset Management began to market the 
R Distinction Portfolio, a new product that consists of five asset allocation funds (commonly known 
as fund of funds) each corresponding to five types of investors previously identified by LBC 
Financial Services: prudent, conservative, balanced, dynamic and bold. By improving the existing 


hb Financial institutions have to evolve as their clients evolve, have 
to meet clients at their level. The flexibility to do that is one of the 
things | find especially important at Laurentian Bank. J 


i] 
YASSIR BERBICHE \ U4 
Assistant Vice-President, Treasury ie 
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tools and by offering a selection of mutual funds that includes 18 funds differentiated by asset 
allocation strategy, the R Distinction Portfolio enhances the offering to investors. For their part, 
investment advisors in branches can now devote more time and energy to cultivating preferred 
business relations founded on a greater understanding of their needs and expectations. 


Laurentian Bank Securities continued to successfully develop its fixed income securities 
brokerage activities aimed at the institutional market. The Bank’s subsidiary has become a 
Canadian leader in this field. 


Since the fourth quarter of 2002, Laurentian Bank Securities has been authorized to sell 
insurance products, including life, disability, critical illness and group insurance. To this effect, a 
special division was created whose primary role will be to contribute to training advisors, 
particularly in financial planning, and to provide the support that will enable them to offer their 
customers an integrated wealth management approach that also meets their insurance needs. 


Wealth Management and Brokerage’s optimization of retail brokerage activities continued in 
troubled global financial markets, affected by political and economic instability. Under these 
conditions, simply maintaining the client assets entrusted during this extremely difficult period has 
been quite an achievement. 


In the Wealth Management and Brokerage line of business, the Bank is confident that the 
competence of its managers and the quality of its product offerings will enable it to increase assets 
under administration and generate additional revenues under more normal market conditions. | 


FF Ail our clients’ transactions result 

in a series of operations. We always 
aim to carry out these operations as 
efficiently as possible while maintaining 
the highest standards of quality. J 


FaiZA BENZAKOUR 
Manager, Operations and Taxes, 
Mortgage Administration Centre 


Corporate sectors 


The organizational structure of the Bank in- 
cludes four Corporate sectors: Treasury, Financial 
Markets and Risk Management; Finance and 
Strategic Development; Information Technol- 
ogy, Administrative Services and Real Estate 
Management; Human Resources and Corporate 
Affairs. Below is an overview of their activities 
during 2002. 


TREASURY, FINANCIAL MARKETS 
AND RISK MANAGEMENT 

The primary role of the Treasury, Financial 
Markets and Risk Management sector is to 
support and manage the risks associated with 
all of the Bank’s transactional operations, namely 
risks related to the markets, interest rates, 
foreign exchange, credit and liquidity, as well as 
operating risks. 


This sector thus closely monitors the Bank’s 
policies and risk management mechanisms, 
including the corporate insurance portfolio. In a 
context marked by challenges such as market 
uncertainty, the complexity of transactions and 
new regulations, the Bank is increasingly em- 
phasizing the role and functions of the Risk 
Management Committee and other parties to 
its Integrated Risk Management Framework, 
particularly with regard to the management of 
operational risk. 


Attuned to the importance of effective 
management, the Bank refined its market risk 
evaluation system (value at risk or VAR), which 
it now applies to its portfolios of financial and 
foreign exchange instruments. It also developed 
risk control models and introduced a tool to 
measure risk-adjusted return on capital (RAROC). 


Throughout 2002, the Treasury, Financial 
Markets and Risk Management sector ensured 
optimal management of the Bank’s capital. 
Dynamic management of the balance sheet thus 
enabled the Bank to restore and improve its 
capital ratios through securitization and portfolio 
insurance activities, along with an issue of 
preferred shares. 
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In 2002, the sector responded to difficult 
business and market conditions with initiative 
and prudence. This approach spawned efficient 
management of interest rate variations, a larger 
increase in liquidities and a more prominent 
presence on the options markets, specifically 
swap and bond options. Carried out within a 
rigorous risk management framework, these 
operations enabled the Bank to benefit from 
exceptional market volatility and to realize an 
impressive return. 


Finally, the sector provided support to 
Commercial Financial Services in its efforts 
related to underwriting operations, credit approv- 
al mechanisms and, reviewed the Bank’s credit 
policies and procedures. 


FINANCE AND STRATEGIC DEVELOPMENT 

Formed of five units — Corporate Controller, 
Accounting, Taxation, Investor Relations and 
Credit Insurance — this corporate sector plays a 
critical role in the strategic development of the 
Bank. It co-ordinates and supports business lines 
initiatives, by allocating the necessary resources 
and carries out a control function to ensure that 
these initiatives and activities of the Bank meet 
the established financial and strategic require- 
ments and objectives. — 


The Finance and Strategic Development 
sector devoted considerable energy to coordinat- 
ing the Bank’s customer-oriented 2002-2003 
strategic plan and redirecting of the Bank’s 
resources toward priority activities that offer the 
highest growth potential. This strategic plan 
rests on benchmarking against the best industry 
practices and on the assessment by each busi- 
ness line of their competitive advantages. 


Furthermore, the Finance and Strategic 
Development sector oversaw the application of 
new regulations regarding accounting, taxation 
and integrated risk management. 
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In the current business environment, partic- 
ularly in financial markets, these efforts are of 
vital importance, not only to ensure the Bank’s 
compliance with legal and regulatory require- 
ments, but also to optimize its profitability and 
maintain its reputation. 


The Finance and Strategic Development 
sector will continue to playa strategic role in the 
realization of new acquisitions or alliances, while 
continuing to oversee the planning and control 
of financial and taxation issues. 


INFORMATION TECHNOLOGY, ADMINISTRATIVE 
SERVICES AND REAL ESTATE MANAGEMENT 

The Information Technology, Administrative 
Services and Real Estate Management sector 
adopted a five-year real estate management 
master plan intended to ensure efficient manage- 
ment of available space and reduce operating 
costs both at head office and throughout the 
branch network. 


The highlights of this master plan include the 
establishment of standards for premises layout, 
the grouping of support functions, the sub- 
leasing of space not used by branches and the 
disposition of real estate assets. This plan is 
already bearing fruit in terms of leasing costs; 
the savings realized will be channelled into im- 
proving the appearance and layout of branches. 


The Information Technology, Administrative 
Services and Real Estate Management sector 
also supervises the operations of the five admin- 
istrative centres, namely: the Financing Centre, 
Mortgage Loan Administration, Investment 
Products and Securities, the Control and Savings 
Centre and Processing and Operations. 


During 2002, the sector completely revamp- 
ed its mortgage loan management process. The 
restructuring of this sector of activities, the 
review of processes in use at the Mortgage Loan 
Administration Centre and the introduction of 
management tools have reduced the processing 
time for mortgage transactions to less than 
24 hours. As a result, the performance indices 
reveal an abandon rate below 5% and an average 
call response time of 20 seconds. By maintain- 
ing an excellent level of service and improving 
productivity, the Bank can now efficiently process 
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a greater volume of applications. Today the 
Mortgage Loan Administration Centre abides by 
best practices in support services, as demanded 
by customers, partners and the branch network. 


The administrative centre for point-of-sale 
financing, the Financing Centre, created a Web site 
dedicated to participating merchants. Along with 
their customers, they can now obtain a reply to 
credit applications within one hour, and often 
within minutes. To better respond to their needs, 
functionalities will be added to the site, especially 
to promote and sell other Bank products. By the 
end of 2002, the Financing Centre had proces- 
sed more than 122,000 loan applications for a 
sales volume exceeding $630 million. 


Regarding software applications, the Infor- 
mation Technology, Administrative Services and 
Real Estate Management sector continued to 
develop the Bank’s data warehouse and support- 
ed the implementation of the account aggregator 
service launched in February 2002. 


This service, accessible through the 
MyTotalPicture.com Website, enables Bank cus- 
tomers who use the Internet to aggregate their 
accounts from several financial institutions. In 
addition, customers can access practical finan- 
cial management tools online and receive per- 
sonalized advice adapted to their situation and 
their specific needs. 


Furthermore, the integration of the B2B Trust 
partnerships was completed using the Bank’s 
technology infrastructure dedicated to developing 
and providing private label products. The special- 
ized systems operating these partnerships are 
essential to allow the Bank’s subsidiary to 
improve its efficiency and performance. 


HUMAN RESOURCES AND CORPORATE AFFAIRS 
During 2002, the Human Resources and 
Corporate Affairs sector, in charge of functions 
related to human resources development, legal 
affairs and public affairs as well as the secretariat 
of the Bank, devoted its attention primarily to the 
Bank’s policies and practices regarding corporate 
governance and human resources management. 


Corporate governance, attentively scruti- 
nized by regulatory bodies, has attracted much 
attention in the past year, particularly in the 
financial sector. The Bank maintains scrupulous 
vigilance over the implementation and applica- 
tion of its corporate governance policies and 
practices, along with their regulatory compliance. 
Furthermore, it takes pride in having been one 
of the first financial institutions to separate the 
functions of President and Chief Executive 
Officer and that of Chairman of the Board. 


Aside from pursuing negotiations to renew 
the unionized employees’ collective agreement, 
the Human Resources and Corporate Affairs 
sector made a concerted effort to develop and 
refine human resources management policies 

and practices. 


Inspired by best practices in this area, the 
sector is striving in particular to establish and 
implement new policies and approaches that will 
grant both management and employees with the 
‘most useful and efficient tools to perform their 
tasks and attain their objectives. 


This vision is the driving force behind the 
human resources development required to mould 
an organization of banking services focused on 
establishing preferred relationships with each of 
the Bank’s customers. 


Within the Bank, the employee represents 
the first direct contact with the customer for all 
products and services. Employee attitudes and 
competencies must therefore exemplify outstand- 
ing efficiency and constant attention to the cus- 
tomer’s needs and expectations. 


The publication of a new Employee Guide is 
a practical illustration of the direction that the 
Bank intends to follow in human resources man- 
agement. The Employee Guide is a reference tool 
for non-unionized employees on work condi- 
tions, employee benefits and company policies, 
including the Bank’s Code of Ethics. 
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Furthermore, the Human Resources and 
Corporate Affairs sector ensures optimal dissem- 
ination and circulation of pertinent information 
for managers and employees, along with infor- 
mation related to Bank activities in general. This 
task is specifically incumbent on Public Affairs 
and Communications, which is responsible for 
internal and external communications. Public 
Affairs also ensures daily coordination of infor- 
mation and messages to various audiences, 
while enhancing the Bank’s brand image within 
the financial services industry as well as the 
general public. 


The Legal Affairs and Compliance unit is 
responsible for ensuring the Bank’s compliance 
with laws, regulations and guidelines issued by 
governments and regulatory authorities. This 
function revolves around two primary objec- 
tives: to optimize the efficiency of the Bank’s 
policies and practices related to compliance with 
regulations, and to improve risk management. 
In addition, this unit examines all legal aspects 
of matters involving the Bank’s various sectors, 
its customers, partners or regulatory bodies. 


Human Resources and Corporate Affairs 
plays an active role in supporting the Board of 
Directors by assuming tasks relating to the secre- 
tariat of the Bank and its subsidiaries. 


The financial results of each business line 
are presented in Note 24 of the consolidated 
financial statements, on page 77 of this Annual 
Report. 
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management’sdiscussion 


and analysis of results of operations and financial condition 


1 


This section of the Annual Report is the Management’s analysis of the results of operations and 


financial condition of the Bank for the year ended October 31, 2002. The information is presented on the 


same basis as in the Consolidated Financial Statements prepared in accordance with Canadian 


generally accepted accounting principles, including the accounting requirements specified by the 


Office of the Superintendent of Financial Institutions Canada (OSF)). 


FF In 2002, the Bank reinforced its capital 
ratios to record levels. This strength is 
important to protect the Bank’s depositors 
and creditors from risks inherent 

in its activities. J 

ROBERT CARDINAL 


Senior Executive Vice-President 
and Chief Financial Officer 


CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS 

This Annual Report contains forward-looking statements. These statements are subjectito 
random factors and risk factors, several of which are independent of the Bank’s will, and can have an 
impact on the Bank's operations, performance and results. These factors may affect actual results 
which could differ from anticipated performance. These factors include, but are not limited. to, 
legislative and regulatory changes, intensification of competition, evolution of technology, financial 
market conditions and the economic climate in Canada and around the world, along with the Bank's 
success at managing costs related to executing its business plan. The Bank cautions that the 
foregoing list of factors is not exhaustive. Readers are advised not to place disproportionate 
confidence in the forward-looking statements. 


Methodology of analysis of results 


Management evaluates the Bank’s performance 
on a core basis, that is excluding special items, 
and on a reported basis, as presented in the 
consolidated financial statements. Management 
views special items as transactions that are not 
part of normal day-to-day operations or are 
unusual in nature and could potentially distort 
the analysis of trends. This distinction is made 
in order to ensure that Management’s analysis 
of recurring trends is not hindered. Special items 
have been reported in 2001 and are presented in 
Table 2 of this analysis on page 23 of the Annual 
Report; there were no special items in 2002. 


Economic review 


In 2002, the world economy was slightly stronger 
compared to last year, which was marked by a 
sharp slowdown of industrial production. How- 
ever, the economic recovery was less pronounced 
. than expected by economic forecasters. 


The European economies seemed to have 
had difficulty to put the slowdown behind them. 
In particular, the German economy, the largest 
in the Euro-zone, stagnated, with unemploy- 
ment levels increasing seriously. As a whole, the 
principal European economies experienced neg- 
ative growth in industrial production during the 
year and moderate retail sales. 


There was a sharp drop in consumer con- 
fidence in the second half of the year. Before the 
confirmation of an economic recovery, the 
European Central Bank and the Bank of England 
maintained their key rates unchanged in 2002. 
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The United States (U.S.) economy returned 
to growth in 2002. Nevertheless, the economic 
recovery remained soft and even troubling, to the 
point of raising fears of deflation. Weakness in 
the labour market and lower consumer confi- 
dence led to slower retail sales, the principal 
engine of growth in the American economy. 
Housing starts continued to rise throughout the 
year, levelling off in the latter part of the year. 


Given the slow recovery and the U.S. geopo- 
litical situation, the Federal Reserve further eased 
monetary conditions at the beginning of 2002. 
While it maintained U.S. monetary policy for 
most of the year, recently the Federal Reserve 
aggressively reduced the fund rate to 1.25%, a 
historically low level; despite signs of economic 
recovery, it perceived a risk of a continued slow- 
down. The loosening of fiscal policy after the 
events of September 11, 2001 also contributed to 
strong final demand, but to a return of Federal 
budget deficit. Given the prolonged monetary 
easing, a stronger U.S. economic recovery is 
expected in 2003. 


The Canadian economy, which is closely 
linked to the U.S. economy, surprised by its 
vitality in 2002 with the construction sector being 
the most important growth factor. Obviously the 
monetary easing, which lowered borrowing costs, 
was very efficient. Stimulated by strong job 
creation, the retail sales sector performed well. 
These items compensated for the weakness in 
industrial production which only recently began to 
show positive growth, due to its strong depend- 
ence on U.S. exports. In the middle of the year, 
given new signs of inflationary pressure, the Bank 
of Canada began to tighten monetary policy. 


Yield Curve: 

Treasury Bills and 
Government of Canada Bonds 
(as at October 31, as a percentage) 


Canadian Dollar 
Average Exchange Rate 
(in U.S. Dollars) 
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Interest Rate Spreads: 
Difference between Canadian 


and U.S. Rates 
| (as at October 31, in basis points) 


GDP Growth Rate 


(as a percentage) 
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With the increase by the Bank of Canada 
of the key interest rate by 0.75% in three steps, 
short and medium term interest rates increased 
in 2002. Given the U.S. Federal Reserve policy 
of monetary easing, spreads between Canadian 
and U.S. rates increased throughout the year. 
On the other hand, the Canadian — U.S. dollar 
exchange rate had not changed significantly 
at year-end 2002, having been volatile during 
the fiscal year. 


As a whole, world economic growth re- 
mained fragile in 2002, but should accelerate 
in 2003. The level of world economic recovery 
is dependent on the American economy, as well 
as the European economies, which face struc- 
tural challenges, both of which being affected 
by geopolitical problems. 


Laurentian Bank Securities Research 
Department expects that real GDP growth in 
Canada will be 3.3% for the whole of 2002 and 
3.6% in 2003. 


Summary of financial results 


For the year ended October 31, 2002, the Bank 
reported net income of $44.3 million or $1.26 
diluted per common share compared to $90.7 
million or $3.37 diluted per common share in 
2001. The decrease in net income is principally 
due to an additional provision of $70 million 
which was related to the Bank’s exposure to 
Teleglobe and other commercial loans recorded 
during the second quarter of 2002, and a $19.2 
million decrease in net interest income asso- 
ciated with the lower interest rate environment 


that reduced margins on variable rate loans and 
deposits. Return on common shareholders’ 
equity decreased to 4.8% in 2002 from 13.1% 
in 2001. 


The above financial results included the 
following special items in 2001 that had a net 
impact of ($0.2) million or ($0.01) diluted per 
common share. There were no special items in 
the 2002 results. Also refer to Table 2 on page 23 
of the Annual Report. 


o Again of $10.9 million ($10.9 million 
after taxes or $0.48 diluted per share) 
related to the reinsurance of a block 
of credit insurance premiums; 


a ~Adilution gain of $12.4 million 
($12.4 million after income taxes 
or $0.54 diluted per share) arising 
from the initial public offering (IPO) 
of 6.4 million treasury common shares 
of B2B Trust; 


o ©A provision of $17.5 million 
($11.4 million after income taxes 
or $0.50 diluted per share) related 
to the restructuring of the Bank’s 
operations; 


o Anincome tax charge of $12.1 million 
($0.53 diluted per share) principally 
reflecting the reduction of future 
income tax assets resulting from 
Federal and Provincial corporate 
income tax rate reductions. 
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TABLE 1 


Highlights of Financial Results 


for the years ended October 31 | 
(in millions of dollars except per share amounts) 


02/01 
2002 2001 2000 growth 


Net interest income $ 346.0 $ 365.2 $ 278.9 (5) % 
_ Other income 204.4 265.6 211.8 (4) 
Total revenue 600.4 630.8 490.7 (5) 
Provision for credit losses 111.0. 35.0 25.0 217 
Non-interest expenses 407.3 — 445.5 353.3 ; (9) 
Income taxes 32.5 57.6 30.7 (44) 
Income before non-controlling interest in a subsidiary 49.6 92.7 81.7 (46) 
Non-controlling interest in net income of subsidiary Be 2.0 _ 165 
Net income $ 44.3 $ 90.7 $ 81.7 (51) % 


Net income available to common shareholders $ 29.3 $ 77.2 $ 67.7 (62) % 


Average number of common shares 


outstanding (in millions) eee) | 22.7 20.2 2% 

outstanding after dilution (in millions) ee A 22.9 20.2 2% 
Net income per common share 5 

basic $ 1.27 $ 3.40 $ 3.36 (63) % 

diluted See 1026 $ 3.37 $ 3.35 (63) % 
Return on common shareholders’ equity 48 % 13:1 % 14.4 % 
TABLE 2 


Summary of Special Items 


for the years ended October 31 
(in millions of dollars except per share amounts) 


2001 


Diluted 
Amount per share 


Net income available to common shareholders 
Special items 
Reinsurance gain on a block of credit insurance 


premiums (First quarter of 2001) (10.9) (0.48) 
Dilution gain resulting from the IPO of a subsidiary eee cone nes oF 
(Third quarter of 2001) — Be ines ie ree ee (12.4) (0.54) 
Restructuring provision (net of $6.1 million of income taxes) US Rae 
(Third quarter of 2001) : oo eee 11.4 0.50 
Reduction of corporate income tax rates : Cee ree 
(First & Third quarters of 2001) — ee ae 124 0.53 
Total of special items - Sees - es 0.2 0.01 


Net income available to common shareholders Se Salat ee 
before special items $ 29.3 So Seeeboe cs $ 77.4 $ 3.38 
a OCC ne ee aa 


Operating results 


TOTAL REVENUE 

Laurentian Bank of Canada recorded total 
revenue of $600.4 million in 2002 compared to 
$607.5 million in 2001 (excluding the gain of 
$10.9 million related to reinsurance of a block of 
credit insurance premiums.and the dilution gain 
of $12.4 million ensuing from the IPO of a sub- 
sidiary), corresponding to a decrease of $7.1 mil- 
lion or 1.2% over the past twelve months. 


The principal factors attributable to the de- 
crease in the Bank’s total revenue are: 
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NET INTEREST INCOME 

Net interest income was $346.0 million, a 
decrease of $19.2 million or 5.3% from the 
$365.2 million level in 2001. Net interest income 
represents 1.86% of average assets in 2002 com- 
pared with 2.13% in 2001 while average assets 
increased by 8.1% during the year. The margin 
decrease is attributable to several factors: the 
reduction in the prime lending rate over the year, 
which reduced variable rate margins, secondly, 
the increase in liquidities and securities as shown 
in Table 3 below and thirdly, a change in asset mix 
resulting from lower loan growth and a strong 
increase in the deposit base, since the Bank’s 


customers invested their assets more prudently 
in these difficult markets. The reduced loan 
growth is primarily a result of lower consumer 
loan demand, lower investment and commer- 
cial loan activity and securitization of residential 
mortgages. 


o 6A significant decrease in the Bank’s net 
interest income from $365.2 million in 
2001 to $346.0 million in 2002 essentially 
due to a decrease in variable rate margins 
which was partially offset by an increase 
in other income; 

Off-balance sheet derivative financial instru- 
ments had a $10.2 million positive impact on 
net income in 2002 compared to $2.6 million in 
2001. These instruments were used by the Bank 
to maintain overall interest rate risk within pre- 


og Excluding the special items mentioned 
above, an increase in other income 
attributable primarily to higher lending 
and deposit fee income and higher 
treasury and financial markets revenue. 


defined limits. 
TABLE 3 
Changes in Net Interest Income 
for the years ended October 31 
(in millions of dollars and as a percentage) 
— 2002— 2001 Change 
Average : : ‘Average Average Average Due to Due to 
volume ._—sInterest. . volume Interest rate volume rate Total 


ASSETS ‘ : , 
Cash resources $ 462 $ 8.6 1.90% $ 408 OS Ae 3.11% $ 1.4 Si (515)e eta) 
Securities 2,486 75.8 3.05 1,576 71.4 4.53 41.2 (36.8) 4.4 
Fixed rate loans 10,628 664.9 — 6.26: 10,401 700.9 6.74 15.3 (51.3) (36.0) 
Variable rate loans 3,966 216.3 e 5.45 3,768 290.5 7.71 15.3 (89.5) (74.2) 
Other 1,038 Wee x 0.07 1,023 1.8 0.18 — (1.1) (1.1) 
Total - assets $ 18,570 $ 9663 520% $ 17,176 $ 1,077.3 6.27% $ 73.2 $ (184.2) $ (111.0) 
LIABILITIES 
Notice and demand : : 

deposits $ 2,565 Siyeatt-5 0.45 % $ 2,337 Gy PRN 1.01 % $ 2.3 $ (14.5) $ (12.2) 
Fixed date deposits 12,512 572.3 — 4.57 11,880 644.3 5.42 34.3 (106.3) (72.0) 
Other 2,264 19.0 0.84 1,756 1253 0.70 3.5 3.2 6.7 
Shareholders’ equity, 

non-controlling 

interest in a subsidiary 

and subordinated : 

debentures 1,229 27.7 v2.25 1,203 34.4 2.86 0.7 (7.4) (6.7) 
Total - liabilities $ 18,570 $630.5 3.40 % $ 17,176 Ce Aye 416% $ 408 $ (125.0) $ (84.2) 
Off-balance sheet 

derivative financial ese ; 

instruments a Sa TOR as 730-0659 — §$ 2.6 0.02 % — $ 7.6 $ 7.6 
Net interest income $ 346.0 1.86 % $ 365.2 213% $ 32.4 $ (61.6) $ (19.2) 


Table 3 on page 24 of this Annual Report 
presents the changes in net interest income 
from 2001 to 2002. 


OTHER INCOME 

Other income reached $254.4 million in 2002 
compared to $242.3 million in 2001, excluding 
the gain of $10.9 million related to reinsurance 
of a block of credit insurance premiums and a 
dilution gain of $12.4 million ensuing from the 
IPO of a subsidiary. The increase of $12.1 mil- 
lion or 5.0% is mainly attributable to higher lend- 
ing and deposit fee income and higher treasury 
and financial markets revenue. 


Table 4 presents the changes in other income 
from 1998 to 2002. 


Lending fees stood at $48.6 million in 2002 
compared to $43.6 million in 2001, for an 
increase of $5.0 million or 11.5%. The increase 
is essentially attributable to growth in financial 
services provided to commercial customers and 
commercial mortgage borrowers. Other income 
generated by Visa revenues and deposit service 
charges increased by $2.9 million or 4.7%, from 


TABLE 4 


Other Income 


for the years ended October 31 
(in millions of dollars) 


REVENUES FROM LOANS AND DEPOSITS 
Deposit service charges 

Lending fees 

Visa 

Sub-total - revenues from loans and deposits 
As a % of average assets 


OTHER 


Revenues from treasury and financial 
market operations 


Commissions from brokerage operations 
Securitization revenues 

Mutual fund revenues 

Revenues from registered self-directed plans 
Insurance revenues 

Trust services 

Other 

Special items 

Sub-total - other 

As a % of average assets 


Total - other income 
As a % of average assets 
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Other Income 
(in millions of dollars) 


e@ Excluding special items 
® As per financial statements 


$61.3 million in 2001 to $64.2 million in 2002. 
This increase is attributable to an increase in 
volume and pricing in 2002. 


Treasury and financial markets operations 
revenue increased substantially to $61.9 million 
in 2002 compared with $48.7 million in 2001, an 
increase of $13.2 million or 27.1%. Throughout 
the year 2002, the Bank took advantage of vol- 
atile market conditions as well as the declining 
and low interest rate environment. 
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Commissions from brokerage operations 
decreased to $19.2 million in 2002 from 
$23.3 million in 2001, a decrease of $4.1 million 
or 17.6%, reflecting market conditions in retail 
brokerage. 


Securitization revenue stood at $16.1 mil- 
lion in 2002, down by $2.6 million or 13.9% from 
$18.7 million in 2001. This decline is mainly 
attributable to a decrease in the level of activity 
and a reduction of previous years deferred secu- 
ritization gains. Securitizations are used princi- 
pally for funding purposes and to improve the 
Bank’s financial structure. For further explanation 
see Notes 1 and 5 of the consolidated financial 
statements of this Annual Report. 


Mutual fund revenues decreased to $13.9 
million in 2002, down $4.0 million or 22.3% from 
$17.9 million in 2001. The decrease is princi- 
pally due to the sale of the IRIS family of funds to 
BLC-Edmond de Rothschild Asset Management 
(BLC-EdR), a 50.1% joint venture accounted for 
under the proportionate consolidation method. 


Lastly, the 2001 comparative figures for 
other income include two special items that 
total $23.3 million. These are the $10.9 million 
gain related to the reinsurance of a block of credit 
insurance premiums and the $12.4 million dilu- 
tion gain on the IPO of B2B Trust. 


PROVISION FOR CREDIT LOSSES 

The provision for credit losses was $111.0 
million in 2002 or 0.77% of average loans and 
bankers’ acceptances versus $35.0 million or 
0.25% of average loans and bankers’ acceptances 
in 2001. The increase is principally related to 
$70 million of additional provisions for credit 
losses recorded for commercial loans and other 
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loans during the second quarter associated with 
its total exposure to Teleglobe and its exposure 
to other commercial loans in the manufacturing 
sector principally in Ontario. The provision for 
credit losses for personal loans increased by $7.1 
million or 44%, from $16.1 million in 2001 to 
$23.2 million in 2002. The increase is principally 
attributable to growth in consumer loans as well 
as an increase in consumer loans credit losses 
from 0.49% of loans in 2001 to 0.72% in 2002. 


Table 5 presents the changes in the provi- 
sion for credit losses from 2000 to 2002. 


NON-INTEREST EXPENSES 

Non-interest expenses decreased to $407.3 
million during 2002 from $428.0 million in 2001 
(excluding the $17.5 million restructuring provi- 
sion), representing a decrease of $20.7 million or 
4.8%. These expenses decreased essentially as a 
result of the ceasing of goodwill amortization, a. 
reduction in performance related variable com- 
pensation costs and outsourcing of technology 
operations. The efficiency ratio improved from 
70.6% in 2001 (70.4% excluding special items) 
to 67.8% in 2002. 


Salaries and employee benefits costs decreased 
to $198.7 million in 2002 from $212.9 million in 
2001, a decrease of $14.2 million or 6.7%. The 
decrease is principally attributable to a reduc- 
tion in performance and share value related 
variable compensation costs and to the transfer 
of operations related to the IRIS family of funds 
to BLC-EdR. 


Premises and technology costs increased 
from $115.9 million:in 2001 to $120.1 million in 
2002, an increase of $4.2 million or 3.6%. Depre- 
ciation charges increased from $36.1 million in 


TABLE 5 
Provision for Credit Losses 


for the years ended October 31 
(in millions of dollars) 


252002 6 2001 2000 
Personal loans $ 2 23.2 $ 16.1 $ 9.9 
Residential mortgages oe 2.95 2.2 3.1 
Commercial mortgages 26. 4.2 5.5 
Commercial loans and other 58233; 12.5 6.5 
Total - provision for credit losses $ Sait.0s-S, $ 35.0 $ 25.0 
As a % of average loans and bankers’ acceptances : 0.77 % 0.25 % 0.21 % 


2001 to $39.2 million in 2002, due to additional 
depreciation charges on recent years’ invest- 
ments. Equipment and computer services costs 
increased from $36.2 million in 2001 to $37.2 
million in 2002, due principally to the increase 
in outsourced technology operations during the 
year. Rent and property taxes increased slightly 
to $34.2 million in 2002. Even though the Bank 
had fewer branches in 2002, overall rent expense 
increased due to the effect of an increased pro- 
portion of leased branches. 


Other expenses decreased from $93.7 mil- 
lion in 2001 (excluding the $17.5 million restruct- 
uring provision and the $5.5 million goodwill 
amortization charge) to $88.5 million in 2002, a 
decrease of $5.2 million due to miscellaneous 
items. 


Table 6 illustrates the changes in non-interest 
expenses from 1998 to 2002. 


TABLE 6 
Non-Interest Expenses 


for the years ended October 31 
(in millions of dollars) 
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Efficiency Ratio 
(non-interest expenses as a % of total revenue) 


1998 1999 2000 2001 2002 


) 70.4%, excluding special items 


EFFICIENCY RATIO 

The Bank’s efficiency ratio during the year 
ended October 31, 2002 was 67.8% compared 
to 70.6% in 2001, 70.4% excluding special items 
(gain of $10.9 million related to the reinsurance 
of a block of credit insurance premiums, dilu- 
tion gain of $12.4 million arising from the IPO 
of a subsidiary and a $17.5 million restructuring 
provision). 
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02/01 
= 5 2002) 2001 2000 1999 1998 growth 
SO EE 
SALARIES AND EMPLOYEE BENEFITS - $2 198.7 $ 212.9 $ 177.2 $ 162.9 $ 154.3 (7) % 
As a % of average assets 1.07 % 1.24 % 1.23 % 1.26 % 1.28 % 
PREMISES AND TECHNOLOGY : 
Depreciation 99.2: 36.1 30.9 27.0 23.8 
Equipment and computer services SL.2e = 36.2 27.7 28.3 28.4 
Rent and property taxes wed 2s 33.5 28.9 25.2 25.1 
Maintenance and repairs 6.5 7/6) 6.3 6.9 fel 
Public utilities 2.0 2.4 2.3 2.7 2.9 
Other Aes 0.6 0.5 0.2 0.2 
Sub-total - premises and technology Ge N20 115.9 96.6 90.3 87.5 4 
As a % of average assets 0.65 % 0.67 % 0.67 % 0.70 % 0.72 % 
OTHER EXPENSES 
Taxes and insurance 20:2. 25.9 17.8 22.6 Clee 
Fees and commissions 218 174 18.9 20.2 18.0 
Communications and travelling expenses 18.6 18.8 17.2 16.9 16.9 
Advertising and business development 11.2 10.9 9.4 10.1 9.0 
Stationery and publications iene 7.2 6.3 5.8 5.7 
* Recruitment and training 1955 2.4 1.8 2.9 2.0 
Other including restructuring costs a oes 34.4 8.1 12.8 4.6 
Sub-total - other expenses 88.5 116.7 79.5 91.3 83.4 (24) 
As a % of average assets 0.47 % 0.68 % 0.56 % 0.71 % 0.69 % 
Total - non-interest expenses So A0re) 22 $ 445.5 $ 353.3 $ 344.5 $ 325.2 (9) % 
As a % of average assets 219 % 2.59 % 2.46 % 2.67 % 2.69 % 
As a % of total revenue (efficiency ratio) 67.8 % 70.6 % 72.0 % 77.7 % 72.6 % 


The improvement of the Bank’s efficiency 
ratio is attributable largely to the increase in other 
income and the reduction of non-interest ex- 
penses associated with performance related 
variable compensation. 


One of the Bank’s main objectives is to 
maintain and improve efficiency in its lines of 
business. It plans to focus on activities it has 
clearly defined as strengths which it plans to 
build upon as discussed in the Outlook section 
on page 39 of this Annual Report. 


INCOME TAXES 

The provision for income taxes for the year 
2002 was $32.5 million compared to $57.6 mil- 
lion, which included special charges of $12.1 mil- 
lion essentially related to the impact of the Federal 
and Provincial corporate income tax rate reduc- 
tions on future income tax assets in 2001. Includ- 
ing special items, the effective tax rate increased 
to 39.5% during 2002 from 38.3% in 2001. 


Excluding the impact of special ites des- 
cribed in Table 2, the provision for income taxes 
was $32.5 million in 2002 compared to $45.5 mil- 
lion in 2001, representing an effective tax rate of 
39.5% in 2002 compared to 35.3% in 2001. The 
provision for income taxes and the effective tax 
rates are also described in Note 17 of the con- 
solidated financial statements on page 71 of 
this Annual Report. 


Balance sheet assets 
and assets under administration 


The year 2002 was marked by a consolidation in 
commercial portfolios following a deterioration 
of credit quality particularly in the technology 
and telecommunications sectors and by lower 
credit demand from other commercial sectors. 


The retail sector generated above average 
loan demand for real estate and consumer 
goods. On the other hand, volatile and declining 
markets affected demand for investment loan 
products and the value of certain client assets 
under administration. 
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During 2002, the Bank substantially increased 
its liquidities and, furthermore, following the 
securitization of over $0.7 billion of mortgage 
loans, the Bank’s capital ratios have now reached 
record levels. 


On October 31, 2002, total assets of the 
Bank, that is total balance sheet assets and 
assets under administration, stood at $31.0 bil- 
lion, compared with $30.8 billion on October 31, 
2001. Balance sheet assets stood at $18.6 billion, 
up 5% from 2001, whereas assets under adminis- 
tration totalled $12.4 billion, $0.7 billion lower 
than last year. These changes are explained in 
more detail in the balance sheet assets and 
assets under administration sections that follow. 


BALANCE SHEET ASSETS 

Balance sheet assets stood at $18.6 billion 
at October 31, 2002 compared to $17.7 billion at 
year-end 2001, for an increase of $0.9 billion or. 
5%. Liquidities and securities were increased by 
$1.0 billion over the year to allow a more conser- 
vative management of the balance sheet; this also 
generated additional interest income given the 
interest rate context of 2002. In fact, liquidities 
reached 18.8% of total balance sheet assets at 
October 31, 2002 compared to 14.2% in 2001. 
The loan portfolio, excluding assets purchased 
under reverse purchase agreements, decreased to 
$13.3 billion at October 31, 2002 from $13.6 bil- 
lion in 2001. Before new residential and commer- 
cial mortgage loan securitizations of $730 mil- 
lion, the loan portfolio increased by $0.5 billion 
over the past twelve months. There was a $333 
million increase in personal loans, a decrease of 
$188 million in commercial loans and mortgages 
and an increase of $351 million in residential 
mortgages. 


Table 7 on page 29 of this Annual Report 
presents additional information on changes in 
balance sheet assets. 


TABLE 7 
Balance Sheet Assets 


as at October 31 
(in millions of dollars) 
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Cash resources and securities 


Personal loans 

Residential mortgages 

Commercial mortgages 

Commercial loans and other 

Assets purchased under reverse repurchase agreements 


Allowance for loan losses 


Total loans 


Other assets 
Balance sheet assets 


Cash resources and securities as a % of balance sheet assets 
Loans as a % of balance sheet assets 


LOAN PORTFOLIO MIX 

The Bank’s loan portfolio consists of per- 
sonal loans, residential mortgages, commercial 
mortgages and commercial loans. At year-end 
the loan portfolio stood at $13.3 billion (exclud- 
ing assets purchased under reverse repurchase 
agreements), down from $13.6 billion in 2001. 


On October 31, 2002, the personal loan 
portfolio totalled $3.9 billion, representing 29% 
of the Bank’s loan portfolio compared to 26% 
in 2001. 


Residential mortgages represent 50% of this 
portfolio on the same date compared to 51% 
in 2001, whereas the proportion of commercial 
mortgages is 7%. 


Commercial loans and other loans, a port- 
folio consisting mostly of loans to Canadian 
small and medium-sized businesses, decreased 
by $287 million or 13.3% during the year, from 
$2.2 billion in 2001 to $1.9 billion at October 31, 
2002. This portfolio now represents 14% of the 
Bank’s loan portfolio compared to 16% last year. 


S$ 2506 $ 41,669 
3,532 2,863 
6,971 5,885 
95 910 1,094 
73 2,160 1,783 
870 650 638 
14,210 14,223 12,263 
-(218) (134) (116) 
13,992 14,089 12,147 
se f 1,101 925 
$ 18595 $ 17,696 $ 14,741 
8 Y 14.2 % 11.3 % 
79.6 % 82.4 % 


Geographic diversification 

On October 31, 2002, the geographic distri- 
bution of Bank loans remains diversified. Bank 
loans located in Quebec remained at the same 
levels in 2002 and 2001 at 51% while loans 
located in Ontario increased from 32% to 35%. 


Loan size by commercial borrower 

During 2002, the Bank completed an in- 
depth review of its commercial loan portfolios 
and related strategies for commercial lending. 
As a result, it decided to reduce the limit for 
the maximum loan to a single new borrower from 
$40 million to $20 million. The limit for mort- 
gage financing projects remained at $20 million. 


Loan Portfolio Mix 


(as a percentage) 
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Insurance and guarantees 

At the end of 2002, 61% of the Bank’s 
residential mortgages were insured by the 
Canada Mortgage and Housing Corporation 
(CMHC). Portfolio insurance enables the Bank 
to decrease its overall credit risk and improve its 
capital ratios. 


A wide range of commercial properties, 
shopping centres and office buildings as well as 
plants, warehouses and industrial condominiums 
were held as security for commercial mortgages. 


Most of the investment loans are secured by 
an average of four to five mutual funds, provid- 
ing good diversification of risk. The value of 
these investments must respect the terms and 
conditions of loan agreements at all times. A 
large proportion of the Bank’s loan portfolio is 
thus insured or secured by assets pledged as 
collateral by the borrowers. 


LOAN PORTFOLIO EVOLUTION 


Personal loans 

On October 31, 2002, the personal loan 
portfolio stood at $3.9 billion, an increase of 
$333 million or 9.4% compared with $3.5 billion 
on the same date in the year 2001. 


Consumer loans and investment loans 
represent the larger portion of the portfolio at 
45% and 31% respectively. 


The growth in the personal loan portfolio is 
mainly attributable to $182 million of consumer 
loans generated by the Point-of-Sale distribution 
network and an increase of $55 million or 10% 
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in branch based consumer lines of credit. Invest- 
ment loans, including RRSP loans, increased by 
over $119 million, due to a successful RRSP 
campaign. 


Residential mortgages 

On October 31, 2002 the value of residen- 
tial mortgages held by the Bank was $6.6 billion 
compared with $7.0 billion on October 31, 2001. 
Before new mortgage securitizations of $677 mil- 
lion, these loans increased by $351 million or 
5.0% in 2002. We observed strength in the 
Canadian real estate market, but intense rate 
competition in most regions. 


The Bank maintained its loan insurance pro- 
gram for its residential mortgages. On October 31, 
2002, 61% of these loans were insured by the 
CMHC, compared with 59% in 2001. This policy 
is consistent with the Bank’s financial manage- 
ment strategy where through insuring a large 
proportion of its residential mortgages, the Bank 
maintains its capacity to pursue its securitiza- 
tion activities and thus optimally finance its oper- 
ations, manage its cash resources, improve its 
capital ratios and simultaneously reduce credit 
risks associated with this type of loan. Buildings 
with five units or less comprise 80% of the 
volume of residential mortgages outstanding, a 
significant number of which are single-family 
units, with an average loan balance of $76,500. 


Commercial mortgages 

The Bank’s commercial mortgage loan port- 
folio stood at $956 million at the end of 2002, 
compared with $910 million on October 31, 
2001. Before new commercial mortgage securi- 
tizations of $53 million, these loans increased 
by $99 million or 10.9% in 2002. 


Personal Loan Portfolio Mix 
(as a percentage) 
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Residential Mortgage Loans 
by Property Type 


(as a percentage) 


Commercial Mortgage Loans 
by Property Type 


(as a percentage) 


@ 2001 
= 2002 


On October 31, 2002, Ontario represented 
54% of the commercial mortgage loan portfolio, 
Quebec 39% and Western Canada 7%. 


Commercial loans 
On October 31, 2002, the Bank held a com- 
. mercial loan portfolio valued at $1.9 billion, 
versus $2.2 billion on October 31, 2001, equal to 
a decrease of $287 million or 13.3%. 


The decrease in the Bank’s commercial loan 
portfolio is principally a result of actions taken 
during the second quarter of 2002 when the Bank 
completed an in-depth review of its commercial 
loan portfolios and related strategies for com- 
mercial lending. The review covered: risk man- 
agement policies and risk adjusted pricing for 
the commercial portfolio and the level of provi- 
sions for credit losses for all portfolios. The Bank 
reduced the limit for the maximum loan to a 
single new borrower and improved commercial 
loan underwriting and pricing to gradually opti- 
mize returns for risks taken. 


Commercial Loans by Industry 
(as a percentage) 


@ 2001 
= 2002 


Commercial loans are well diversified by 
industry. The largest portion of the loan port- 
folio, 22%, is in the manufacturing sector. The 
balance of the portfolio is well diversified as 
shown in the accompanying chart. The Other 
sector, which represents 17% of the portfolio, 
includes social services, health and certain 
other industries. The Bank’s exposure to the 
communications sector was $40 million at 
October 31, 2002. 


IMPAIRED LOANS 

Gross impaired loans totalled $227.0 million 
at October 31, 2002, and represent an increase 
of $67.4 million from October 31, 2001, due 
essentially to the deterioration of credit quality 
in commercial loans and other loans. Specific 
allowances were increased by $83.9 million from 
$48.5 million in October 2001 to $132.4 million 
at October 31, 2002, including the additional 
$70 million provision associated with the Bank’s 
exposure to Teleglobe and other commercial 
loans in the manufacturing sector principally in 
Ontario. The general allowance was $85.5 million 
at October 31, 2002 compared to $85.0 million 
at year-end 2001. Net impaired loans decreased 
to $9.1 million or 0.1% of total loans and 
bankers’ acceptances at the end of year from 
$26.1 million and 0.2% at October 31, 2001. 


31 


Laurentian Bank_Annual Report 2002 


32 


TABLE & 3 
Impaired Loans 


as at October 31 
(in millions of dollars) 


2002 2001 
Specific Specific 

Gross allowances: : we Net Gross allowances Net 
Personal loans $ ~ 24.4: ee $ (8.6) $ 15.8 $ 23.1 $ (6.5) $ 16.6 
Residential mortgages 14.41 (6.9) ee 21.1 (5.0) 16.1 
Commercial mortgages 26.6 (17.2) 9.4 37.2 (15.9) 21.3 
Commercial loans and other 161.9 (99.7) 62.2 78.2 (21.1) 57.1 
Total G76 GS a 6 $s 1:96 $ (48.5) $= thts 
General allowances : (85.5) (85.0) 
Total — net impaired loans : Sue O os $ 26.1 


s a % of total loans and bankers’ acceptances 


Following the adoption by the Bank during 
2002 of the new guideline issued by the OSFI 
related to general allowances for credit risk, the 
Bank revised its related methodology. The new 
measurement for general allowances takes into 
account pools of loans with common risk charac- 
teristics; therefore the Bank allocated the general 
allowance to its various loan portfolios. The gen- 
eral allowance of $85.5 million as at October 31, 
2002 was allocated as follows: $61.1 million 
to specific loan portfolios and the remaining 
$24.4 million remained unallocated for pruden- 
tial reasons. The unallocated general allowance 
assessment includes consideration of regulatory 
requirements, general economic and business 
conditions as well as changes in portfolio com- 
position. See Note 4 to the consolidated finan- 
cial statements on page 61 of this Annual Report 
for more detail. 


ASSETS UNDER ADMINISTRATION 

Assets under administration consist of mort- 
gage loans under management related to securi- 
tization activities, assets held by customers, for 
which the Bank provides services such as invest- 
ment, trading, administrative services and collec- 
tion of investment income, as well as assets of 
self-directed plans offered by its subsidiary 
B2B Trust. 


The Bank, through its subsidiary Laurentian 
Bank Securities and its joint venture interest in 
BLC-EdR, also manages personal, institutional 
and mutual fund portfolios. 


On October 31, 2002, the assets adminis- 
tered by the Bank stood at $12.4 billion com- 
pared with $13.1 billion on October 31, 2001. 
The year over year decrease in self-directed retire- 


TABLE 9 


Assets under administration 


as at October 31 
(in millions of dollars) 


Self-directed RRSPs and RRIFs 
Mortgage loans under management 
Mutual funds 

Corporate trust 

Clients Brokerage Assets 

Personal trust 


Total - assets under administration 


TABLE 10 : 
Deposits 


as at October 31 
(in millions of dollars) 


Deposits by individuals 
Notice and demand 
Fixed date 
Sub-total - deposits by individuals 
As a % of total deposits 
Business and other 
Notice and demand 
Fixed date 
Sub-total - business and other 
As a % of total deposits 


Total - deposits 


ment plans, mortgage loans under management 
- and client brokerage assets was partially offset 
by the increase in trust assets. 


Deposits 


Total deposits were $15.0 billion on October 31, - 


2002, compared with $14.5 billion on the same 
date in 2001, equal to an increase of $0.5 billion 
or 3.1%. 


Personal deposits increased by $0.5 billion 
in 2002 to reach $12.0 billion, versus $11.5 bil- 
lion in 2001. The Bank maintained its leadership 
with independent financial advisors through its 
B2B Trust and Agency Banking line of business. 
At October 31, 2002, deposits of this line of busi- 
ness were $5.0 billion compared to $4.7 billion 
in 2001, an increase of $0.3 billion. The deposit 
portfolio of Retail Financial Services was $7.0 bil- 
lion at year-end 2002. 


Personal deposits represented 80.2% of 
total deposits on October 31, 2002, compared 
with 79.3% on October 31, 2001. Institutional 
and commercial deposits remained stable at 
$3.0 billion in both 2002 and 2001. 
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5 2002 2001 2000 


RP 


40,023. 9,819 8,791 
12,008 11,520 10,203 
80.2 % 79.3 % 83.4 % 

750 618 438 
2010 2,380 1,598 
2,960 2,998 2,036 

19.8 % 20.7 % 16.6 % 


$ i968 (S$ 14518 $ 12,239 


Capital 


Regulatory capital of the Bank is essentially com- 
prised of common shareholders’ equity, preferred 
shares, non-controlling interest in a subsidiary 
and debentures. The Bank is constantly improv- 
ing its capital base, which represents an essential 
factor in assessing the strength and security in 
relation to the risks associated with its activities. 


Total capital of the Bank reached $1,269 mil- 
lion at October 31, 2002 compared to $1,222 
million at October 31, 2001, an increase of 
$47 million over the year. 


In November 2001, the Bank redeemed its 
8.75% Non-Cumulative Class A Preferred Shares 
Series 6 in the amount of $60 million and com- 
pleted a public offering of 4 million 6.0% Non- 
Cumulative Class A Preferred Shares Series 9 at a 
price of $25 per share for an aggregate amount 
of $100 million. The Bank increased total pre- 
ferred shares by $40 million to $200.4 million and 
reduced the weighted average dividend on its pre- 
ferred shares by 124 basis points, from a weighted 
average dividend of 8.12% at October 31, 2001 
to 6.88% at October 31, 2002. 
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Common shareholders’ equity increased to 
$622 million at October 31, 2002 from $619 mil- 
lion at year-end 2001. During the year, the Bank 
issued 540,663 common shares for proceeds of 
$12 million under its stock option plan. The 
increase in common shareholders’ equity results 
from: 2002 net income, proceeds from the issue 
of common shares, less dividends paid on pre- 
ferred and common shares and the write-off 
of goodwill resulting from the implementation 
of the new accounting principle on goodwill 
and intangible assets. See Notes 1 and 7 to the 
consolidated financial statements for further 
detail. There were 23,408,603 common shares out- 
standing as at October 31, 2002 and the Bank’s 
book value per common share was $26.57. 


TABLE 11 


Risk-Weighted Assets 


as at October 31 
(in thousands of dollars) 
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Tables 11 and 12 present the risk-weighted 
assets and the regulatory capital used to calcu- 
late the ratios established by the Bank for Inter- 
national Settlements (BIS). 


The BIS Tier 1 and Total capital ratios in- 
creased to 8.8% and 13.5%, respectively, from 
8.1% and 12.4% a year ago. The Bank reduced 
its risk-weighted assets by $168 million during 
the year. The total asset to BIS capital leverage 
ratio improved to 15.0 compared to 15.2 at 
October 31, 2001. The Bank also monitors the 
common equity to risk-weighted assets ratio. 
This ratio was 7.2% at October 31, 2002, up from 
7.0% at October 31, 2001. 


2002 2001 
BIS Gross Gross 
weighting notional _ Risk-weighted notional _ Risk-weighted 
factor amount — amount amount amount 
BALANCE SHEET ASSETS 
Cash and deposits with Bank of Canada 0% $ 166,598 $ — § 77,098 $ = 
Deposits with other financial institutions 20 % 267,100 53,420 98,812 19,762 
Cheques and other items in transit, net 20 % 19,973 3,995. 8,437 1,687 
Securities issued or guaranteed by Canada 2 : Be 
or provinces 0% 2,687,440 — 2,062,732 — 
Securities issued or guaranteed by municipal : é 
corporations 20 % 44,033 8,807 36,093 7,219 
Other securities 100 % 240,906 240,906 207,228 207,228 
20% 50,445  —‘11,889 _-., - 
0 % 18,233 Seas 15,208 = 
Mortgage loans : 
CMHC-insured 0% 4,035,549 — 4,079,838 — 
Other insured") 0 % 147,652 — 184,748 = 
Other insured") 50 % 16,406 ~ 8,203 — 20,528 10,264 
Residential four units and less _ 50 % 1,547,525 773,763 — 1,719,279 859,640 
Residential more than four units 100 % 884,681 884,681 933,876 933,876 
Non-residential 100 % 928,400 : 928,400 875,748 875,748 
Other loans : 0 % 1,293,094 — _ 966,194 _ 
20 % 1,937 387 1,303 260 
100 % 5,136,732 5,136,732 5,307,919 5,307,919 
Other assets 100 % 1024943 5 os 4,024 943 1,010,475 1,010,475 
Goodwill and other 0 % 77,969 — 90,308 — 
General allowances 81,170 82,643 
Total - balance sheet assets $ 18,595,616 9,154,296 $ 17,695,824 9,316,721 
OFF-BALANCE SHEET ITEMS = 
Derivative financial instruments 2 49,540 65,177 
Guarantees and letters of credit Barr 62 72,092 62,352 
Total - risk-weighted assets - BIS $ 9,276,528 $ 9,444,250 


() Less the guarantee-related adjustment 


TABLE 12 
Regulatory Capital - BIS 


as at October 31 
(in millions of dollars) 


Tier | capital 
Common shares 
Retained earnings 
Non-cumulative preferred shares 
Non-controlling Tier | interests in subsidiaries 
Less goodwill 


Total - Tier | capital (A) 


Tier Il capital 
Permanent preferred shares 
Subordinated debentures" 
General allowances 
Non-controlling interest in subsidiaries 
(hybrid capital instruments) 
Total - Tier Il capital 
Less investment in non-consolidated corporations, 
securizations, and other 


Regulatory capital - BIS (B) 
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246.2 5% 
375.8 385.1 334.7 (2) 
200.0 160.0 160.0 25 
28 46.6 4.4 12 
(64.0). (62.0) (23.3) (13) 
820.3 763.9 642.8 7 
0.4 0.4 0.4 cS 
400.0, 380.5 267.8 5 
81.2 82.7 62.6 (2) 
1.4 1.4 1.4 a 
483.0 465.0 332.2 4 
(53.9) (58.7) (29.9) (8) 

Soyiee S$ «81,1702 $ 945.1 7% 


Total risk-weighted assets - BIS (Table 11) (C) 

Tier | BIS capital ratio (A/C) 

Total BIS capital ratio (B/C) 

Financial leverage 

Common equity as a percentage of risk-weighted assets - BIS 


S Moe7e5 = $ 94443 $ 8,346.3 


8.8 % 8.1 % Peeve 
13.5 % 12.4 % 11.3 % 
15.0 X 15.2 X 15.7 X 
7.2% 7.0 % 6.0 % 


() Debentures are amortized on a straight-line basis over a five-year period prior to maturity. 


In 2002, the Bank reinforced its capital ratios 
to record levels. This strength is important to 
protect the Bank’s depositors and creditors from 
risks inherent in its activities, and allows the 
Bank to seize attractive business opportunities. 
It also contributes to maintaining a favorable 
credit standing. 


The Bank plans to continue to generate Tier | 
capital required for the growth of its lines of 
business mainly through net income, but also 
by applying increasing rigour in its policies and 
practices for efficient risk management and bal- 
ance sheet management, in part through appli- 
cation of its securitization programs. 


One of the Bank’s objectives is to maintain 
its capital ratios at or above 8.5% for Tier | and 
13.0% for Total capital. 


A discussion of Bank’s risks and existing 
risk management measures can be found in the 
Integrated Risk Management section, on page 40 
of this Annual Report. 


DIVIDENDS 

The Bank’s dividend policy provides for the 
payout of between 30% and 40% of the net 
available income to its common shareholders. 
Common shareholders received a dividend of 
$0.29 per share at the end of each of the quarters 
of 2002 for a total of $1.16 per common share or 
$26.9 million, up from $1.06 per common share, 
or $24.1 million in 2001. 


Dividends paid on preferred shares to- 
talled $15.1 million in 2002, versus $13.5 million 
in 2001. 


TABLE 13 


Segmented Results 


for the years ended October 31 
(as a percentage) 
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2002 2001 

Total Net Efficiency Total Net Efficiency 

revenue income ratio revenue income ratio 
Retail Financial Services 62.2% 70.4 % 76.5 % 64.0 % 37.7 % 79.7 % 
B2B Trust & Agency Banking 15.8 % 40.3 % 53.5 % 16.4 % 28.0 % 51.5 % 
Commercial Financial Services 18.2 % (12.6) % 34.2 % 16.1 % 36.1 % 32.9 % 
Wealth Management and Brokerage 3.8 % TOR =<. 92.6 % 3.5 % (1.8) % 114.5 % 


Segmented results 
by line of business 


The Bank has four lines of business: Retail 
Financial Services, B2B Trust and Agency 
Banking, Commercial Financial Services, and 
Wealth Management and Brokerage. 


For the year 2002, net income contributions 
were 70.4% from Retail Financial Services, 40.3% 
from B2B Trust and Agency Banking, (12.6)% 
from Commercial Financial Services and 1.9% 
from Wealth Management and Brokerage com- 
pared to 37.7%, 28.0%, 36.1% and (1.8)% respec- 
tively in 2001. The 2002 lines of business net 
income contributions as shown in Table 13, when 
compared with 2001, were affected by the addi- 
tional $70 million provision for credit losses 
recorded in Commercial Financial Services. 


RETAIL FINANCIAL SERVICES 

Net income of Retail Financial Services 
improved to $36.3 million in 2002 from $32.9 
million in 2001 and its efficiency ratio improved 
to 76.5% from 79.7%. The 2002 net income was 


TABLE 14 : . } f 
Retail Financial Services 


for the years ended October 31 
(in millions of dollars) 


negatively impacted by a decrease in net interest 
margins entirely compensated by a reduction in 
operating costs. 


The improvement in the efficiency ratio is 
largely a result of a decrease in performance 
related variable compensation costs and of ini- 
tiatives undertaken in the Quebec and Ontario 
markets. The Retail Financial Services line of 
business continued to implement the second 
and final phase of the SAVA (Sales Added, Value 
Added) program aimed at implementing the 
Bank’s customer-centric focus, at improving 
efficiency of the sales force, as well as retaining 
clients and generating new sales. During 2002, 
the Bank introduced market-focused products 
and services: improved families of mutual funds 
including funds of funds for various client invest- 
ment profiles, flexible and variable rate mortgage 
products as well as competitive deposit and 
credit insurance products. 


2002 2001 
Net interest income : $ nee 276.4 $ 290.5 
Other income 96.6 98.7 
Total revenue 373.0 389.2 
Provision for credit losses 27.5 22.6 
Non-interest expenses 285.2 310.1 
Income before income taxes 60.3 56.5 
Income taxes AO 23.6 

FOSS SDSS eee nee 

Net income $86.3 $ 32.9 


————— 


TABLE 15 
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B2B Trust and Agency Banking 


for the years ended October 31 
(in millions of dollars) 


Net interest income 
Other income 


Total revenue 

Provision for credit losses 

Non-interest expenses 

Income before income taxes and non-controlling interest 
Income taxes 

Non-controlling interest in net income of subsidiary 


Net income 


B2B TRUST AND AGENCY BANKING 

This line of business is composed of B2B 
Trust, a subsidiary of the Bank, and the Agency 
Banking division. B2B Trust is a federally char- 
tered regulated financial institution that supplies 
generic and complementary banking and finan- 
cial products to independent financial advisors 
and non-bank financial institutions across 
Canada. The Agency Banking division distributes 
residential mortgages, term deposits and other 
related products through indirect distribution 
channels. 


The contribution to net income of B2B Trust 
and Agency Banking decreased to $20.8 million 
in 2002 from $24.4 million in 2001. The 2002 
net contribution was affected-by the $3.3 million 
increase in B2B Trust net income attributable to 
non-controlling interest following the IPO in the 
third quarter of 2001. 


For the year ended October 31, 2002, B2B 
Trust reported net income of $20.7 million or 
$0.83 per common share compared to $20.5 mil- 
lion or $0.99 per common share in 2001. The 


Ee: $ 79.6 

: ) 20.5 

Be 945 100.1 

= 08. 0.9 

= 50.6 51.6 
43. 47.6 

17.0 RP 

Hohe & 2.0 

$ 208 $ 24.4 


BIS Tier 1 and Total capital ratios were 13.3% 
and 17.6%, respectively, as at October 31, 2002, 
compared to 13.3% and 18.2% at year-end 2001. 


In September 2002, B2B Trust and the Bank 
purchased most of the assets and assumed most 
of the deposit liabilities of Sun Life Financial 
Trust, a subsidiary of Sun Life Assurance Com- 
pany of Canada and a member of the Sun Life 
Financial group of companies. The transaction 
involved purchased assets including cash in the 
total amount of $98 million and deposit liabil- 
ities totalling $98 million. 


Starting in 2003, financial results of Agency 
Banking will be grouped with those of Retail 
Financial Services, which will manage all indirect 
Retail Financial Services of the Bank including 
Point-of-Sale financing, agent deposits and broker 
mortgages across Canada. This will bring more 
focus and synergies to the indirect Retail Financial 
Services operations. 
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TABLE 16 
Commercial Financial Services 


for the years ended October 31 
(in millions of dollars) 


2002 2001 
Net interest income $ 67.4 — $ 61.3 
Other income 41.5 36.5 


Total revenue 
Provision for credit losses 
Non-interest expenses 


Income (loss) before income taxes x (11.0) 
Income taxes (recovery) 


Net income (loss) 


COMMERCIAL FINANCIAL SERVICES 

Commercial Financial Services reported a 
net loss of $6.5 million in 2002 compared to net 
income of $31.5 million in 2001. The efficiency 
ratio was 34.2% in 2002 versus 32.9% in 2001. 
The results were affected by the additional 
$70 million provision for credit losses related to 
Bank’s exposure to Teleglobe and other com- 
mercial loans recorded during the second quarter 
of 2002. 


The Bank’s commercial mortgage loan port- 
folio stood at $956 million at the end of 2002 
compared with $910 million on October 31, 
2001. In 2002, the portfolio increased by $99 mil- 
lion or 10.9% before new commercial mortgage 
loan securitizations of $53 million. 


On October 31, 2002, the Bank’s portfolio 
of commercial loans and bankers’ acceptances 
stood at $2,205 million versus $2,496 million on 
October 31, 2001, equal to a decrease of $291 
million or 11.7%. The decrease in the Bank’s 
commercial loan portfolio is principally a result 
of actions taken following the Bank’s in-depth 
review of all of its loan portfolios and of its 
strategies for commercial lending. In August 
2002, the Bank sold the majority of its business 
loan portfolio and related deposit accounts of 
the Vancouver Centre. The transaction involved 
20 borrowers representing outstanding balances 


of $15 million and is in line with the Bank’s 
objective of refocusing its commercial lending 
activities in Quebec and Ontario. 


WEALTH MANAGEMENT AND BROKERAGE 

The Wealth Management and Brokerage 
sector reported net income of $1.0 million in 2002 
compared to a loss of $1.6 million in 2001. 


BLC-Edmond de Rothschild Asset Manage- 
ment (BLC-EdR) showed improved results in 
2002 following the merger of the IRIS and 
R families of mutual funds. BLC-EdR manages 
total assets of $1.2 billion in its retail mutual 
fund, private and institutional money manage- 
ment divisions. Under an agreement concluded 
in 2001, the R Fund family absorbed all the funds 
previously sponsored by the Bank, namely the 
IRIS Funds. Since January 1, 2002, customers of 
the Bank and BLC-EdR have access to a full line 
of funds under the R Funds banner. 


Laurentian Bank Securities (LBS) also im- 
proved its contribution to results. LBS has a 
leading fixed income trading and origination 
franchise along with retail brokerage activities. 
LBS managed total assets of $3.3 billion as at 
October 31, 2002, including its own assets of 
$2.0 billion and its customers’ portfolios of 
$1.3 billion. 


TABLE 17 


Wealth Management and Brokerage 


for the years ended October 31 
(in millions of dollars) 


Net interest income 
Other income 


Total revenue 
Non-interest expenses 


Income (loss) before income taxes 
Income taxes (recovery) 


Net income (loss) 
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2002 2001 

Ses Ov $ (4.0) 
22.8 25.4 
222955 21.4 
Pe: 24.5 

ay, (3.1) 

0.7 (1.5) 

(1.6) 


es $ 


Outlook 


The Bank’s 2003 objective is to attain an earnings 
per share target of $2.80 while improving efficien- 
cy in each of its lines of business. This target 
reflects more conservative objectives, particularly 
for securitization, treasury and financial markets 
revenues. As a second objective, the Bank intends 
to maintain its capital ratios at or above 8.5% for 
Tier | and 13.0% for Total capital. 


The Bank has clearly defined the following 
businesses as its strengths which it aims to focus 
and build upon: 


Oo Retail Financial Services in Quebec with 
a growing presence in Ontario; 


o Indirect Financial Services across Canada 
(Point-of-Sale financing, agent deposits, 
broker mortgages); 


o B2B Trust throughout Canada; 


o Commercial Financial Services mainly 
in Quebec and Ontario. 


As part of its Business Plan, the Bank has 
decided to cease its transformation into a holding 
company and maintain the present structure 
which provides sufficient flexibility to attain 
efficiency objectives and pursue partnership 
opportunities as they present themselves. After 
a thorough review, the Bank concluded that the 
holding company structure costs exceeded the 
benefits, namely: diseconomies of scale resulting 
from decentralization of corporate functions, a 
holding company share price discount and a 
loss of flexibility in tax planning due to multiple 
legal entities. 
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integratedriskmanagement 


Integrated Risk 
Management Framework 


The Bank has adopted an Integrated Risk Man- 
agement Framework (the Framework) that consti- 
tutes one of the main risk management measures 
that enable the directors to fulfill their obligations 
regarding evaluation of the risks the Bank faces. 


Objectives of the framework 
a To create a risk management culture 


o To ensure that risk tolerance is consistent 
with the strategy and objectives of the Bank 
and that the Bank’s resources, technology 
and processes are aligned to meet its 
objectives 


a To identify and evaluate, on an ongoing 
basis, the major risks that the Bank faces 


Oo Toestablish measures that allow 
maximization of the risk/return ratio 


Oo To establish sound and prudent risk 
limits and risk management policies 


o Toestablish and apply efficient internal 
controls ; 


Oo Toestablish roles and responsibilities of 
Management regarding risk management 


a To ensure that the risk management 
process abides by best practices 
in the industry 


REGULATION 


CONTROL ENVIRONMENT — 


Functions Coordinators 


Human resources 


Strategic planning 


Financial integrity 


Risk management 


Compliance 


Human resources Officer 
Chief Executive Officer/ 
Chief Financial Officer 
Chief Financial Officer 
Chief Risk Officer 


Chief Compliance Officer 


To meet these objectives, the Framework is 
divided into two distinct sections: control and 
corporate governance. The Control aspect rests 
on five functions: human resources, strategic 
planning, financial integrity, risk management 
and compliance. The responsibility for each func- 
tion is delegated to members of senior manage- 
ment and is supervised by the committees of 
the Board of Directors of the Bank. 


Risk management structure 


Management has put in place a risk manage- 
ment structure that was approved by the Board 
of Directors. The Management Committee has 
established that market risk, liquidity risk, capital 
management risk, credit risk, operational risk 
and regulatory risk are quite controllable and 
measurable and can be more formally super- 
vised. Consequently, these risks are subject to 
particular policies and are monitored by Mana- 
gement’s Risk Management Committee. 


Capital at risk 


The Bank initiated the implementation of a 
model that allows it to quantify risk according to 
a common measure, capital at risk (CAR). This 
methodology allows the Bank to group and 
manage the various risk components to calculate 
the maximum potential loss that the Bank or a 
sector may incur with a degree of predetermined 
probability and for a predefined period of time. 
This process is intended to define the risk ele- 


- CORPORATE GOVERNANCE | 


Human resources and 
Corporate governance Committee 


Board of Directors 


Audit Committee 
Risk Management Committee 


Audit Committee 


INTERNAL AUDIT 


ment in the risk-return ratio, which contributes to 
evaluating the economic profit and the increase 
in the value of shareholders’ equity. 


Nature of risks 


The Bank has grouped the risks considered most 
measurable into five major categories: market 
risk, liquidity risk, capital management, credit 
risk and operational risk. 


1 MARKET RISK MANAGEMENT 
Market risk is the risk of financial loss due 
to movements in interest rates and foreign 
exchange rates, as well as bond and equity 
prices for balance sheet and off-balance 
sheet financial instruments. 


The Bank establishes policies and ceilings to 
enable it to oversee and limit exposure to market 
risks arising from its trading and asset and liabil- 
ity management activities. Detailed reports on risk 
and monitoring of the limits are produced daily. 


The Bank has initiated the implementation 
of a market risk management and follow-up struc- 
ture that includes the use of VAR (value at risk) 
methodology for all of its treasury portfolios. 


STRUCTURAL RISK MANAGEMENT 
Structural risk is the potential negative 
impact of interest rate movements on the 
Bank’s results and economic value. 


Management of interest rate risk requires 
rigorous monitoring of four distinct portfolio 
groups: 


o Banking activities, which are affected by 
customer choices, product availability 
and term dependent pricing policies; 


o Investment activities, comprised of 
marketable securities and institutional 
funding composed of primary and 
secondary liquidity portfolios, as well 
as an investment portfolio; 


a Securities trading portfolios, that 
are marked-to-market on a daily basis 
in line with rate movements; 


o Specific and general hedging transactions 
that help the Bank control overall interest 
rate risk within stringent internal limits. 
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Both the dynamic management and disci- 
plined control of structural risk contribute to 
maintaining the Bank’s profitability and to pre- 
serving common shareholders’ equity. The objec- 
tive of bank portfolio management (other than 
trading) is to achieve an equilibrium between the 
increase in interest income and the reduction of 
the negative impact of interest rate movements. 
To attain this objective, the risk profile of the 
portfolio is adjusted by means of interest rate 
swaps and other derivative instruments, taking 
into account the projected yield curve of inter- 
est rate variations and the current level of risk 
assumed. 


Structural risk is managed by the Asset and 
Liability Management Committee in accordance 
with relative ceilings of economic value and inter- 
est rate risk. Risk ceilings are calculated based on 
immediate and sustained parallel movements 
of 100 basis points of rates for all maturities. 
Economic value risk measures the net negative 
impact on the present value of balance sheet and 
off-balance sheet assets and liabilities. Interest 
income risk measures the negative impact on net 
interest income from interest rate movements 
over the next twelve months. Portfolio positions 
are reviewed weekly by the Asset and Liability 
Management Committee, which is in charge of 
establishing the Bank’s positioning with regard 
to anticipated interest rate movements and 
recommending hedging of all undesirable or 
unforeseen interest rate risk. 
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Ensures that the Bank has an effective strategic management process that takes risks into 


account 


Human Resources and Corporate Governance Committee 

Establishes orientation and training programs for Board members « Evaluates the efficiency 
with which the Board fulfils its obligations « Establishes attributions and powers of Board 
committees + Ensures that the compensation plan is compatible with the attainment of objec- 
tives and prudent management of activities and risks » Develops a continuity plan for senior 
management 


Risk Management Committee 

Ensures that the Bank has an adequate risk management process that covers identification, 
evaluation and management of risks and the formulation of adequate policies pertaining to 
market risk, liquidity management, capital management, credit risk and operational risks 
+ Approves rules of conduct and behaviour that take risks into account 


Audit Committee 

Ensures that the Bank has a control system that fosters adequate management of activities and 
risks. Ensures that Management and the Board have pertinent, precise and complete infor- 
mation and that the Bank operates in compliance with regulatory provisions 


Structural risk management ensues from 
a weekly spread report. The Bank’s interest rate 
gap position at October 31, 2002 appears in 
Note 21 of the Consolidated Financial State- 
ments. The net sensitivity gap for the next twelve 
months is $1.3 billion, or 7.0% of total consoli- 
dated assets. To ensure sound management of 
structural rate risk, management also conducts 
simulation analysis of the variation in net income 
and common shareholders’ equity based on a 
repricing spread report and various interest rate 
scenarios over a 24-month period. One of the 
main simulation exercises consists of subjecting 
the Bank’s balance sheet to a sudden sustained 
1% increase in interest rates. For example, at 
October 31, 2002, for all portfolios, this 1% rate 
increase would have triggered an increase of 
$17.8 million in net income before taxes over 
the next 12 months and would have a negligible 
impact on the value of common shareholders’ 
equity. 


These results reflect management's efforts 
to take advantage of short-term and long-term 
interest rate movements, while maintaining the 
sensitivity to these fluctuations well within the 
limits set by the Board. 


FOREIGN EXCHANGE RISK MANAGEMENT 
Foreign exchange risk is linked to the possi- 
ble negative impact of exchange rate varia- 
tions on the Bank’s results and economic 
value. 


The Bank’s foreign exchange position is 
attributable to products and services that the 
Bank offers its clients in currencies other than 
Canadian dollars. Foreign exchange positions 
may also result from arbitrage activities. Risk 
control therefore implies that non-covered posi- 
tions be maintained and managed to take advan- 
tage of short-term market fluctuations, hence the 
setting of global limits, reviewed on an annual 
basis, specifying the maximum risk the Bank is 
ready to assume, considering its activities. The 
Value at Risk (VAR) measure is among the con- 
trols implemented by the Bank. 


2 LIQUIDITY RISK MANAGEMENT 
Liquidity risk is the risk of loss if the Bank 
does not have sufficient cash resources, 
when required, to meet all its cash flow obli- 
gations, whether for balance sheet or off- 
balance sheet instruments. 


Laurentian Bank_Annual Report 2002 


42 


Liquidity management provides the Bank 
and its subsidiaries with the assurance that suff- 
cient funds will be available to meet its commit- 
ments. Efficient liquidity management is essential 
to maintaining market confidence and protecting 
the Bank’s capital. It is an integral part of asset 
and liability management. The Bank monitors 
cash resources daily and applies a prudent liq- 
uidity management policy that enables it to meet 
its cash requirements at all times. It pays partic- 
ular attention to deposit and loan maturities, 
along with funding availability and demand, while 
abiding by the legislative imperatives governing 
it and its subsidiaries. 


The Bank strives to maintain a stable volume 
of base deposits originating from its retail and 
deposit brokerage clientele, along with the diver- 
sification of financing sources (by client, deposit 
type, market and maturity dates) by means of 
numerous controls and limits. The use of capital 
markets, either through the issuance of capital 
stock or for short-term debt instruments, is a 
component of financing. In addition, the Bank 
has taken steps to further diversify its financing 
sources by undertaking financing operations on 
the European market. Securitization of assets 
offers an additional source of financing through 
the sale of assets. 


Moreover, the Bank constantly monitors its 
operating requirements. In particular, it evaluates 
and.anticipates its commitments, and ensures 
that a minimum amount of quality liquid assets 
are immediately available to respond to any even- 
tuality. Scenario-based contingency plans are put 
in place to provide measures that enable the 
Bank to fulfil its obligations in the event of a 
high demand for liquid assets. 


3 CAPITAL MANAGEMENT RISK 
Capital management risk is the risk of the 
possible negative impact if the Bank cannot 
maintain an optimal level of capital to sup- 
port its activities. 


The capital of the Bank is comprised of 
common shareholders’ equity, retained earnings, 
preferred shares, subordinated debentures and 
a non-controlling interest in a subsidiary. The 
Bank’s capital represents an essential factor in 
assessing the Bank’s stability and security in 
relation to the risks associated with its activities. 
Capital management contributes to the Bank’s 
profitability, as capital is allocated to key sectors 


for which defined profitability objectives and cri- 
teria have been established. The Bank’s aim is to 
maintain an optimal level of capital to support 
its activities while generating an attractive and 
competitive return for its shareholders, in rela- 
tion to industry standards and its specific risk pro- 
file. The Bank’s policy is to maintain its statutory 
capital ratios at a level comparable to that of the 
industry, consistent with regulatory requirements 
as defined by the Office of the Superintendent of 
Financial Institutions Canada. 


4 CREDIT RISK MANAGEMENT 
Credit risk is the risk of a financial loss occur- 
ring because of the inability or refusal of a 
counterparty to fully honour the contractual 
or financial obligations of a balance sheet or 
off-balance sheet financial instrument. 


Credit risk management is independent of 
operations, thus protecting the independence 
and integrity of risk evaluation. The Internal 
Credit Committee is responsible for the opera- 
tional supervision of overall credit risk man- 
agement. A credit risk management report is 
presented on a quarterly basis to the Board’s 
Risk Management Committee. 


The credit risk policies adopted by the Bank 
provide for appropriate risk assessment and the 
setting of lending rates in consequence. These 
policies cover the approval of credit applications 
by the line of authority concerned, attributing risk 
ratings, managing of impaired loans, establish- 
ing of general and specific provisions, and 
pricing based on risk. During the past fiscal year, 
credit limit rules were modified and, at October 
31, 2002, 17 borrowers had loan commitments 
(granted prior to the limit reduction in the credit 
policy) greater than $20 million, but none exceed- 
ed $40 million. More restrictive sublimits apply 
to some economic sectors. Commitment and 
sector ceilings have also been established. 


The authorization process for counterparties 
and loans is highly centralized. The Bank uses 
state-of-the-art software systems to support the 
decision-making process with regard to applica- 
tions for personal consumer credit, credit cards 
and residential mortgage loans. 


Laurentian Bank_Annual Report 2002 


The Bank ensures a rigorous and systematic 
follow-up of its loan portfolio both in terms of 
quality and quantity by applying different mecha- 
nisms and policies; this includes systematically 
reviewing various categories of files, reviewing 
risk rating updating systems and analysing pric- 
ing. Each month, management reviews impaired 
loans and follows up on loans where payment is 
past due by 90 days or more. As well, the collec- 
tion process is centralized and is based on spe- 
cialized expertise. 


5 OPERATIONAL RISK MANAGEMENT 
Operational risk results from insufficiency 
or failure attributable to procedures, person- 
nel, internal systems or external events. 


The operational risk management policy 
adopted by the Board of Directors in 2002 
describes the operational risk management 
framework and define the roles and responsibi- 
lities of various stakeholders. Specifically, man- 
agers are responsible for daily management of 
operational risk, whereas the operational risk 
management department strives to support oper- 
ational risk management: it develops appropriate 
policies, gathers data on operational losses, 
assists managers in identifying operational risks, 
evaluates the frequency and potential impact of 
these risks and prepares progress reports for 
Management, the Board of Directors and regu- 
latory bodies. 


To this effect, the following policies have 
been adopted: the outsourcing risk management 
policy, the policy on information security man- 
agement, the policy on protection of personal 
information, the policy on recycling of the pro- 
ceeds of crime and the financing of terrorism 
activities, and the policy on professional liability 
risk management. 
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statisticalreview 
Consolidated balance sheet 


as at October 31 
(in thousands of dollars) 


Average 
annual 
growth 

2002 2001 2000 1999 1998 02/98 


Cash resources 


Cash and deposits with Bank of Canada $ 166,598 $ 77,098 $ 63,944 $ 79,320 $ 63,951 27 % 
Deposits with other financial institutions 267,100 98,812 187,090 33,768 262,133 — 
Cheques and other items in transit, net : 19,973 8,437 29,177 _ 50,461 (21) 
458,671 - Ae 184,347 280,211 113,088 376,545 5 
Securities 
Issued or guaranteed by Canada 1,584,820 1,432,946 822,894 996,776 990,883 12 
Issued or guaranteed by provinces 
and municipal corporations 1,114,428 650,685 428,946 802,627 411,194 28 
Other securities 350,809 237,630 136,620 136,272 54,537 59 
3,050,057 2,321,261 1,388,460 1,935,675 1,456,614 20 
Loans Re 
Personal loans 3,865,455 3,532,655 2,863,333 2,418,210 2,154,087 16 
Residential and commercial mortgages 7,601,671 7,880,870 6,977,955 6,164,441 6,247,017 5 
Commercial loans and other 1,872,901 2,159,752 1,783,173 1,466,230 1,157,797 13 
Assets purchased under reverse ‘ 
repurchase agreements 869,830 — 649,671 638,400 917,710 1,380,479 (11) 
14,209,857 14,222,948 12,262,861 10,966,591 10,939,380 if 
Allowance for loan losses (217,881) (133,512) (115,661) (106,019) (123,661) 15 
13,991,976 14,089,436 12,147,200 10,860,572 10,815,719 7 
Other Sees 
Customers’ liability under acceptances <882,07% 336,292 244,586 116,248 111,180 31 
Capital assets ; 160,597 : 178,766 164,914 157,104 146,447 2 
Other assets 607,238 585,722 515,947 461,127 396,694 1 
1,099,912 1,100,780 925,447 734,479 654,321 14 


eee 
$ 18,595,616 $ 17,695,824 $ 14,741,318 $ 13,643,814 $ 13,303,199 9% 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Deposits ; Se Ne 
Individuals $ 12,007,957  $ 11,519,743 $ 10,202,957 $ 8,021,908 $ 7,834,960 11 % 
Business and other 2,960,317 e 2,998,294 2,036,094 2,447,629 2,201,548 8 
14,968,274 —S- 14,518,037 12,239,051 10,469,537 10,036,508 1 
Other ae : 
Cheques and other items in transit, net : — — _ 7,587 _— _ 
Obligations related to assets sold short BO as 
or under repurchase agreements 1,308,882 877,158 619,264 1,698,612 1,982,546 (10) 
Acceptances 25882. 077. 336,292 244,586 116,248 | 111,180 31 
Other liabilities eS 716,907 741,921 629,412 453,841 398,951 16 
2,357,866 —S-_1,955,371 1,493,262 2,276,288 2,492,677 (1) 
Subordinated debentures ate 400,000 a 400,000 346,833 284,600 184,600 21 
Non-controlling interest in a subsidiary 47,106 42,683 — _ — 100 
Shareholders’ equity Se 
Capital stock ecb aS wee 
Preferred shares 200,400 | 160,400 160,400 160,400 160,400 6 
Common shares 246,230 rare 234,240 167,042 167,042 166,811 10 
Retained earnings : 375,740 385,093 334,730 285,947 262,203 9 
822,370 779,733 662,172 613,389 589,414 9 


Se ee eee 
$ 18,595,616 $ 17,695,824 $ 14,741,318 $ 13,643,814 $ 13,303,199 9 % 
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Consolidated statement of income 


for the years ended October 31 
(in thousands of dollars, except per share amounts) 


Average 
annual 
: variation 
2 2001 2000 1999 1998 02/98 
Loans $ 1,005,061 $ 835,759 $ 696,732 $ 713,074 6 % 
Securities 66,284 70,181 70,673 42,153 15 
Deposits with other financial institutions 8,243 5,712 7,414 6,988 (8) 
Interest income 1,079,588 911,652 774,819 762,215 6 
Deposits and other liabilities 680,035 605,281 521,736 471,653 6 
Subordinated debentures 34,395 27,475 22,546 21,715 6 
Interest expense 714,430 632,756 544,282 493,368 6 
Net interest income 365,158 278,896 230,537 268,847 7 
Provision for credit losses 35,000 25,000 18,700 24,000 47 
330,158 253,896 211,837 244,847 (1) 
Other income 265,641 211,777 212,734 178,825 9 
595,799 465,673 424,571 423,672 4 
Salaries and employee benefits 212,878 177,147 162,935 154,350 vé 
Premises and technology 115,829 | 96,641 90,319 87,452 8 
Other 116,736 79,539 91,247 83,350 2 
Non-interest expenses 445,443 353,327 344,501 325,152 6 
Income before income taxes and non-controlling 
interest in a subsidiary 150,356 112,346 80,070 98,520 (4) 
Income taxes 57,610 30,686 24,400 30,249 2 
Income before non-controlling 
interest in a subsidiary 92,746 81,660 55,670 68,271 (8) 
Non-controlling interest in net income 
of a subsidiary 2,041 _ _ _ 100 
Net income $ ce ee 4, . 4 $ 90,705 $ 81,660 $ 55,670 $ 68,271 (10) % 
Dividends on preferred shares and related taxes $ a 15,0: oe $ 13,530 Si 13.932 $ 13,386 $ 13,661 2% 
Net income available to common shareholders 29; $ 77,175 $ 67,728 $ 42,284 $ 54,610 (14) % 
Dividends on common shares —$ 24,098 $ 18,945 $ 18,540 $ 18,048 10 % 
Average number of common shares 
outstanding (in thousands) 22,710 20,154 20,151 19,322 5 % 
Average number of common shares 
outstanding after dilution (in thousands) 22,896 20,224 20,303 19,515 5 % 
Per common share: 
Net income 
basic $ 3.40 $ 3.36 $ 2.10 $ 2.83 (18) % 
diluted $ 3.37 $ 3.35 $ 2.08 $ 2.80 (18) % 
Dividends $ 1.06 $ 0.94 $ 0.92 $ 0.92 6 % 
Book value $ 27.08 $ 24.90 $ 22.48 $ 21.30 6 % 
Return on common shareholders’ equity 13.1 % 14.4 % 9.6 % 12.9 % 
(as a percentage of average assets) 
Net interest income 2.13 % 1.94 % 1.79 % 2.22 % 
Provision for credit losses (0.20) (0.17) (0.14) (0.20) 
Other income 1.55 1.47 1.65 1.48 
Non-interest expenses (2.59) (2.46) (2.67) (2.69) 
Income taxes (0.35) (0.21) (0.20) (0.25) 
Non-controlling interest in net income of a subsidiary (0.01) — — — 
Net income 0.53 0.57 0.43 0.56 
Dividends on preferred shares (0.08) (0.10) (0.10) (0.11) 
Net income available to common shareholders 0.45 % 0.47 % 0.33 % 0.45 % 
Average assets (in millions of dollars) Salis t6:1 $ 14,376.9 $ 12,913.6 $  12,090.8 11 % 
Number of full-time equivalent employees 3,884 3,481 3,236 3,372 3 % 
Number of branches ; 230 204 203 204 1% 
Number of automated banking machines 360 315 326 323 2% 


Quarterly highlights 


(in thousands of dollars, except per share amounts) 


Interest income 
Interest expense 


Net interest iricome 


Provision for credit losses 


Other income 
Non-interest expenses 


Income (loss) before income taxes 


and non-controlling interest 
in a subsidiary 
Income taxes (recovery) - 


$ 237,913 


Income (loss) before non-controlling 


interest 


Non-controlling interest in net income 
of a subsidiary 


(as a percentage of average assets) 


Net interest income 
Provision for credit losses 
Other income 
Non-interest expenses 
Net income (loss) 


Net income (loss) available 
to common shareholders 


Average assets (in millions of dollars) 


Return on common shareholders’ equity 


Per common share: 
Average number of common 
shares outstanding (in thousands) 


Average diluted number of common 
shares outstanding (in thousands) 


Net income (loss) - basic 

Net income (loss) - diluted 
Dividends 

Book value 

Dividends 

Preferred shares and related taxes 
Common shares 

Share price - Close 


(in millions of dollars) 


Total assets (end of period) 
Risk-weighted assets 
Tier | capital 
Total capital 
Capital ratios 
Tier | 
Total capital 


Financial leverage 


17,014 


1,146 


~ § 15,868 


1.76 % 
0.24 % 
1.14 % 
2.06 % 
0.34 % 


0.26 % 
$18,504.9 
78 % 


23,376 


23,439 
0.52 
0.52 
0.29 

26.57 


RPAHAA A 


3,786 
6,788 
28.08 


AA A 


$18,595.6 
$ 9,276.5 
$ 820.3 
$ 1,249.4 


8.8 % 
13.5 % 


155,792 


15.0 x 


“July 31 


$ 250,373 
160,850 
89,528 
10,000 


60,662 


101,682 


38,503 


15,209 


23,294 


1,311 
$ 21,983 


1.86 % 
0.21 % 
1.26 % 
2.11 % 
0.46 % 


0.38 % 
$19,114.5 
12.0 % 


23,132 


23,289 
$ 0.79 
$ 0.78 
$ 0.29 
$ 26.36 


$ 3,766 
$ 6,768 
$ © 28.80 


$19,179.0 
$ 9,384.6 
$ 811.8 
$ 1,244.2 


8.7 % 
13.3 % 
15.5 x 


79,523 ~ 


66,800 


(28,018) 


(16,949) 


1,422 


E (i 8,371) « 


1.88 % 
1.74 % 
1.45 % 
2.21 % 


(0.40) % - 


(0.48) % 
$18,897.1 
(14.4) % 


22,969 


22,969 
$ (0.95) 
$ (0.95) 
$ 0.29 
$ 25.91 
$ 3,540 
$ 6,646 

31.30 


$19,093.4 
$ 9,637.8 
$ 788.9 
$ 1,215.9 


8.2 % 
12.6 % 
15.8 x 


101,637 


ee 


2002 

Quarters ended 
April 30 Jan. 31 
$ 236,244 $ 241,101 
149,425 153,588 


87,513 
10,000 
Tiss 
73,809 

107,843 


1.95 % 
0.22 % 
1.65 % 
2.41 % 
0.55 % 


0.47 % 
$17,775.0 
(13.5 % 


22,898 


23,155 
0.91 
0.90 
0:29): 
27.16 


RAA A 


A 


3,966 
6,652 


Aa 


—$ 36.14 


$18,013.0 
$ 9,569.8 
$ 817.8 
$ 1,243.0 


8.6 % 
13.0 % 
14.6 x 


$ 262,122 
170,775 


9,500 


66,336 


37,083 


2.04 % 
0.21 % 
1.48 % 
2.48 % 
0.53 % 


0.45 % 
$17,738.5 


22,817 


23,027 
0.88 
0.87 
0.27 

27.08 


RPA A WH 


$ 3,533 


—$ 6,174 


$ 27.41 


$17,695.8 
$ 9,444.3 
$ 763.9 
$ 1,170.2 


8.1 % 
12.4 % 
15:2: °x 


“Oct.31 


111,100 


12,168 
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July 31 
$ 271,983 
178,302 
93,681 
9,500 
84,181 
72,400 


2.13 % 
0.22 % 
1.65 % 
2.86 % 
0.51 % 


0.44 % 
$17,449.9 


22,698 


22,980 
0.85 
0.84 
0.27 

26.53 


AAA HA 


$ 3,350 
$ 6,136 
$ 31.80 


$17,264.9 
$ 9,257.8 
$ 746.2 
Sa 


8.1 % 
22a 


125,841 


12.7 % 


15.4 x 


$ 265,103 
176,905 
88,198 
8,000 
80,198 
58,702 
104,584 


2.14 % 
0.19 % 
1.42 % 
2.53 % 
0.53 % 


0.46 % 
$16,922.0 


22,667 


22,917 
0.83 
0.82 
0.27 

25.98 


PAA HA 


$ 3,168 
$ 6,122 
$ 27.40 


$16,665.2 
$ 9,218.2 
$ 689.3 
$ 1,040.4 


7.5 % 
11.3 % 


i Quarters ended — 
April 30 


13.3 % 


A 


16.1 x 


46 


2001 


“Jan. 31 


$ 280,380 
188,448 
91,932 
8,000 
83,932 
68,203 


103,918 


2.20 % 
0.19 % 
1.63 % 
2.49 % 
0.54 % 


0.46 % 
$16,585.7 
13.3 % 


22,656 


22,871 
0.84 
0.84 
0.25 

25.43 


ARPA A HA 


An 


3,479 
5,666 
28.80 


A 


$16,777.7 
$ 9,172.6 
$ 675.0 
$ 1,020.9 


74 % 
Aid So 
16.5 x 


sont 


consolidatedfinancial 
statements 
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Management’s responsibility for financial information 


The consolidated financial statements of Laurentian Bank of Canada were prepared by management, which is responsible for 
the integrity and fairness of the financial information presented. The financial statements were prepared in accordance with 
Canadian generally accepted accounting principles, including the accounting requirements specified by the Superintendent 
of Financial Institutions of Canada. The financial statements reflect amounts which must, of necessity, be based on the best 
estimates and judgement of management with appropriate consideration as to materiality. The financial information presented 
elsewhere in this annual report is consistent with that in the financial statements. 


In discharging its responsibility for the fairness and integrity of the financial information and the supporting accounting 
systems: 


« Management maintains the necessary internal control systems designed to provide assurance that transactions 
are properly authorized, assets are safeguarded and proper accounting records are held. The controls include quality 
standards in hiring and training of employees, written policies, authorized limits for managers, procedure manuals, a 
corporate code of conduct and appropriate management information systems. 


* The internal control systems are further supported by a compliance function, which ensures that the Bank and its 
employees comply with regulatory requirements, as well as by an integration function with respect to risk and 
operating risk management that ensures proper risk control, related documentation and the measurement of the 
financial impact of risks. 


Internal auditors periodically evaluate various aspects of the Bank’s operations and make recommendations to 
management for improvements in controls. 


Every year, the Superintendent of Financial Institutions of Canada makes such examinations and inquiries as deemed 
necessary to satisfy itself that the Bank is in a sound financial position and that it complies with the provisions of the Bank 
Act as well as the Standards of Sound Business and Financial Practices of the Canada Deposit Insurance Corporation. 


Ernst & Young LLP, independent auditors, appointed by the shareholders, examine the Bank’s consolidated financial 
statements and their report follows. 


The internal auditors, the external auditors and the Superintendent of Financial Institutions of Canada meet periodically 
with the Audit Committee, in the presence or absence of management, to discuss all aspects of their duties and matters 
arising therefrom. 


The Board of Directors is responsible for reviewing and approving the financial information included in the financial 
statements and in the management’s discussion and analysis of results of operations and financial condition. It oversees the 
manner in which management discharges its responsibilities for the presentation and preparation of financial statements, 
maintenance of appropriate internal controls, risk management as well as assessment of significant transactions and related 
party transactions through its Audit Committee and its Risk Management Committee. Both committees are composed 
solely of external directors. 


Raymond McManus 
President and Chief Executive Officer 


Robert Cardinal 
Senior Executive Vice-President 
and Chief Financial Officer 


Montreal, Canada 
December 3, 2002 
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Auditors’ report to the shareholders of Laurentian Bank of Canada 


We have audited the consolidated balance sheet of Laurentian Bank of Canada as at October 31, 2002 and 2001 and the 
consolidated statements of income, changes in shareholders’ equity and cash flows for the years then ended. These financial 
statements are the responsibility of the Laurentian Bank of Canada’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Bank as at October 31, 2002 and 2001 and the results of its operations and its cash flows for the years then ended in 
accordance with Canadian generally accepted accounting principles, including the accounting requirements specified by the 
Superintendent of Financial Institutions of Canada. 


Ernst & Young LLP 
Chartered Accountants 


Montreal, Canada 
December 3, 2002 


Consolidated balance sheet 


as at October 31 
(in thousands of dollars) 


Notes 


2002 
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2001 


Cash resources 
Cash and deposits with Bank of Canada 
Deposits with other financial institutions 
Interest-bearing 
Non-interest bearing 
Cheques and other items in transit, net 


Securities 
Investment account 
Trading account 


Loans 

Personal loans 

Residential mortgages 
Commercial mortgages 
Commercial loans and other 


Assets purchased under reverse repurchase agreements 


Allowance for loan losses 


Other 

Customers’ liability under acceptances 
Capital assets 

Goodwill 

Other assets 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Deposits 
Individuals 
Business and other 


Other 
Obligations related to assets sold short 


Obligations related to assets sold under 
repurchase agreements 


Acceptances 
Other liabilities 


Subordinated debentures 
Non-controlling interest in a subsidiary 


Shareholders’ equity 

Capital stock 
Preferred shares 
Common shares 

Retained earnings 


3 and 22 


4and 5 


22 


10 


11 


12 


$ 166,598 $ 77,098 
264,972 93,679 
2,128 5,133 
19,973 8,437 
453,671 184,347 
2,084,585 1,721,115 
965,472 600,146 
3,050,057. 2,321,261 
3,865,455 3,532,655 
6,645,899 6,971,166 
955,772 909,704 
1,872,901 2,159,752 
869,830 649,671 
14,209,857 14,222,948 
(217,881) (133,512) 
13,991,976 14,089,436 
332,077 336,292 
160,597 178,766 
54,029 64,052 
553,209 521,670 
1,099,912 1,100,780 
$ 18,595,616 $ 17,695,824 


$ 12,007,957 $ 11,519,743 | 
2,960,317 2,998,294 
14,968,274 14,518,037 
861,020 669,657 
447,862 207,501 
332,077 336,292 
716,907 741,921 
2,357,866 1,955,371 
400,000 400,000 
47,106 42,683 
200,400 160,400 
246,230 234,240 
375,740 385,093 
822,370 779,733 
$ 18,595,616 $ 17,695,824 


The accompanying notes are an integral part of the consolidated financial statements. 


Jon K. Grant, O.C. 
Chairman of the Board 


Raymond McManus 
President and Chief Executive Officer 
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Consolidated statement of income 


for the years ended October 31 
(in thousands of dollars, except per share amounts) 


Notes 2001 


Interest income 


Loans $ 887,268 ~ $ 1,005,061 
Securities 73,341 : 66,284 
Deposits with other financial institutions §,022 8,243 
a 
965,631 1,079,588 
Interest expense 
Deposits and other liabilities ; 591,905 680,035 
Subordinated debentures f 27,750 34,395 
619,655 714,430 
ane 
Net interest income 345,976 365,158 
Provision for credit losses 4 111,000 35,000 
234,976 330,158 
Other income 
Revenues from loans and deposits 112,841 104,812 
Revenues from treasury and financial market operations 61,867 48,716 
Commissions from brokerage operations 19,201 23,319 
Securitization revenues 5 16,129 18,669 
Mutual fund revenues 13,884 17,945 
Revenues from registered self-directed plans 13,192 14,418 
Insurance revenues 5,280 15,441 
Gain on dilution resulting from initial public 
offering of a subsidiary 15 — 12,430 
Other 12,049" 9,891 
Picoe sh CEE eee ne vet 
254,443 265,641 
(eer ees 
489,419 595,799 
Non-interest expenses 
Salaries and employee benefits 198,694 212,878 
Premises and technology 120,140 115,829 
Other 16 88,499 116,736 
——— a aaa r nel 
407,333 445,443 
po i ee 
Income before income taxes 
and non-controlling interest in a subsidiary 82,086. _ 150,356 
Income taxes 17 32,424 57,610 
pO i 
Income before non-controlling interest 
in a subsidiary 49,662 92,746 
Non-controlling interest in net income 
of a subsidiary 15 5,318 2,041 


Net income il $ 44,344 $ 90,705 


Preferred share dividends, 
including applicable income taxes 15,058 13,530 


Net income available to common shareholders $ 29,286 $ 77,175 


Average number of common shares (in thousands) 23,095 22,710 
Average number of common shares 

after dilution (in thousands) 23,288 22,896 
Net income per common share 7 and 18 

basic $ 1.27 $ 3.40 

diluted $ 1.26 $ 3.37 


The accompanying notes are an integral part of the consolidated financial statements. 
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Consolidated statement of changes in shareholders’ equity 


for the years ended October 31 
(in thousands of dollars, except per share amounts) 


Notes 2002 2001 

CAPITAL STOCK 12 
Preferred shares 
Balance at beginning of year $ 160,400 $ 160,400 
Issued during the year 100,000 — 
Redeemed during the year (60,000) _ 
Balance at end of year 200,400 160,400 
Common shares 
Balance at beginning of year 234,240 167,042 
Issued during the year 11,990 67,198 
Balance at end of year 246,230 234,240 
RETAINED EARNINGS 
Previous balance 385,093 334,730 
Impact of adopting the new accounting policy 

regarding goodwill, net of applicable income taxes 1 and7 (9,670) _ 
Restated balance 375,423 334,730 
Net income 44,344 90,705 
Dividends 

Preferred shares, 

including applicable income taxes _ (15,058) (13,530) 

Common shares (26,854) (24,098) 
Preferred share issue costs, net of income taxes (2,115) - 
Common share issue costs, net of income taxes _ (2,714) 
Balance at end of year 375,740 385,093 
TOTAL SHAREHOLDERS’ EQUITY $ 822,370 $ 779,733 


The accompanying notes are an integral part of the consolidated financial statements. 
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Consolidated statement of cash flows 


for the years ended October 31 
(in thousands of dollars) 


Cash flows relating to operating activities 


Net income $ 44,344 | $ 90,705 
Adjustments to determine net cash flows 
relating to operating activities: 
Provision for credit losses 111,000 35,000 
Gains on securitization operations (9,818) (3,350) 
Gain on dilution resulting from initial public 
offering of a subsidiary — (12,430) 
Gain related to reinsurance of a block 
of credit insurance premiums —_ (10,940) 
Net gains on sale of securities 
held for investment (8,507) (9,527) 
Future income tax expense 10,849 | 34,432 
Depreciation and amortization 40,075 43,092 
Change in trading securities (365,326) (175,383) 
Change in accrued interest receivable (17,434) 5,284 
Decrease (increase) in unrealized gains i 
and amounts receivable on derivative instruments (5,963) (12,281) 
Change in accrued interest payable 3,037 67,598 
Increase (decrease) in unrealized losses 
and amounts payable on derivative instruments 27,142 (14,882) 
Other, net (54,350) (4,959) 
(224,951) 32,359 
Cash flows relating to financing activities : 
Net change in deposits 352)235 1,106,083 
Net change in obligations related to assets 4 
sold short 191,363 111,175 
Net change in obligations related to assets 
sold under repurchase agreements 240,361 146,719 
Issuance of subordinated debentures —_ 150,000 
Redemption of subordinated debentures — (96,833) 
issuance of preferred shares, net of issue costs 97,885 _ 
Redemption of preferred shares (60,000) - 
Issuance of common shares, net of issue costs 11,990 64,484 
Issuance of common shares by a subsidiary, 
net of issue costs ie 53,072 
Dividends, including applicable income taxes (41,912). (37,628) 
791,922 — 1,497,072 
Cash flows relating to investing activities 
Acquisition of net assets and a business, 
net of cash and cash equivalents 30,882 (652,052) 
Net change in interest-bearing deposits 
with other financial institutions (171,293) 80,978 
Net change in securities held for investment (328,461) (725,744) 
Net change in loans (456,403) (697,235) 
Net change in assets purchased under reverse 
repurchase agreements (220,159) (11,271) 
Proceeds from mortgage loan securitizations 697,555 500,781 
Acquisitions of capital assets (33,595) (39,798) 
Proceeds from disposal of capital assets 12,534 - 25 
(468,940) (1,544,316) 
Net change in cash and cash equivalents 98,031 (14,885) 
Cash and cash equivalents at beginning of year 90,668 105,553 
Cash and cash equivalents at end of year $ 188,699 $ 90,668 


Cash and cash equivalents are detailed as follows: 


Cash and deposits with Bank of Canada $ 166,598 $ 77,098 

Non-interest bearing deposits with other 
financial institutions 2,128 5,133 
Cheques and other items in transit, net 19,973 8,437 
$ 188,699 $ 90,668 

Supplemental disclosure relating to cash flows: 

Interest paid during the year $ 602,624 $ 618,425 
Income taxes paid during the year $ 30,163 $ 13,866 


The accompanying notes are an integral part of the consolidated financial statements. 
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notestoconsolidated 


financial statements 


October 31, 2002 and 2001 
(All tabular amounts are in thousands of dollars, unless otherwise indicated.) 


1. Summary of significant accounting policies 


Pursuant to the Bank Act, the consolidated financial statements of Laurentian Bank of Canada (the “Bank”) have been prepared by management 
in accordance with Canadian generally accepted accounting principles, including the accounting requirements specified by the Superintendent 
of Financial Institutions of Canada. The significant accounting policies followed in the preparation of these consolidated financial statements © 
are summarized below. 


Use of estimates in the preparation of financial statements 


The preparation of the consolidated financial statements of the Bank requires management to make estimates and assumptions, mainly 
concerning the valuation of items, which affect reported amounts of assets, liabilities, net income and related disclosures. Actual results 
could differ from those estimates. 


Basis of consolidation 


The consolidated financial statements include the assets, liabilities and results of operations of the Bank and all of its subsidiaries after 
elimination of intercompany balances and transactions. 


When the Bank effectively controls a subsidiary but does not hold all common and preferred shares, the non-controlling interest in the net book 
value of the subsidiary is presented separately from the shareholders’ equity on the Bank’s consolidated balance sheet. The non-controlling 
interest in the subsidiary’s net income is presented net of income taxes as a separate item on the consolidated statement of income. 


The consolidated financial statements include an interest in a joint venture which is recognized using the proportionate consolidation method. 
Under this approach, the Bank’s prorated share of the assets, liabilities, revenues and expenses are consolidated. 


Securities 


Investment account 

Securities purchased with the original intention to hold them to maturity or until market conditions render alternative investments more 
attractive are included in the investment account. Fixed-term securities are recorded at amortized cost. Other securities are recorded at cost. 
Gains and losses on disposal of securities and write-downs to reflect other than temporary impairments in value are included in other income. 
Interest income earned, amortization of premiums and discounts as well as dividends received are included in interest income. 


Loan substitute securities are included in the investment account. These securities are customer financings that have been structured as 
after-tax securities rather than conventional loans in order to provide the issuers with a borrowing rate advantage. These securities are 
recorded on the same basis as loans. 


Trading account 

Securities purchased for resale over a short period of time are included in the trading account and are recorded at their estimated current 
market value. Obligations related to assets sold short are reported as liabilities and are stated at their estimated current market value. 
Realized and unrealized gains and losses on these securities are included in other income. Interest income earned and dividends received 
are included in interest income. 


Loans 
Loans are stated net of the allowance for loan losses and any unearned interest. 


Loans are classified as impaired when, in management's opinion, there is a reasonable doubt as to the timely collectibility of the principal or 
interest. When payment of principal or interest is 90 days past due, the loans are classified as impaired, unless they are well-secured or in the 
process of recovery. All loans which are 180 days past due are classified as impaired except when they are guaranteed or insured by a 
Canadian government (federal or provincial) or a Canadian government agency; such loans are classified as impaired if the loan is in arrears 
for 365 days. 


When loans are classified as impaired, the recognition of the interest due ceases. The book values of these loans are then brought back to 
their estimated realizable value by totally or partially writing off the loan and/or establishing an allowance for loan losses. 


Subsequent recoveries of interest on impaired loans are recognized in income only if there is no specific allowance and if, in management’s 
opinion, there is no reasonable doubt as to the ultimate collectibility of the total principal. 


The property rights of assets acquired in settlement of a loan and intended for resale are also included in impaired loans at the lower of the 
loan balance and its net realizable value. 
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1. Summary of significant accounting policies (continued) 


An impaired loan cannot return to an accrual status unless all principal and interest payments are up-to-date and management has no 
reasonable doubt as to the recovery of the loan. 


Where a portion of a loan is written off and the remaining balance is restructured, the new loan is carried on an accrual basis when there is no 
longer any reasonable doubt regarding the collectibility of principal and interest, and payments are not 90 days past due. 


Commissions and fees related to loans received as interest or related to changes in credit terms are generally recorded in interest income 
over the term of these loans. 


Allowance for losses 


The Bank maintains accounts for the allowance for losses at an amount deemed adequate to absorb probable losses in its portfolios. 
Allowances are mainly related to loans, but may also apply to other assets. 


The allowance for loan losses is increased by the provision for credit losses charged to income and reduced by write-offs net of recoveries. Loans 
are written off when all possible restructuring or recovery activities have been completed and it is unlikely that other amounts can be recovered. 


Specific allowances 

Specific allowances are established on a loan-by-loan basis to absorb losses on all impaired accounts which have been identified as a result of 
regular review of the commercial and mortgage loans portfolio. These provisions are established by estimating the amounts recoverable in 
relation to the loan amounts; estimated future cash flows are discounted at the effective interest rate inherent in the loan. When these 
amounts cannot be reasonably estimated, the fair value of the underlying collateral or the observable market price of the loans are used to 
establish the allowances. For impaired personal loans, other than credit card balances and investment loans, an allowance is established based 
on the write-off experience on such loans in recent years. For credit card balances, no allowance is established; however, when no payment 
has been received for a period of 180 days, outstanding balances are written off. For impaired investment loans, a specific allowance is 
established on a loan-by-loan basis at the time of the regular review of the portfolio. 


General allowances 
During the year, the Bank revised its valuation model for general allowances to ensure its compliance with the guideline entitled “General 
Allowances for Credit Risk” issued by the Superintendent of Financial Institutions of Canada. 


An allocated general allowance, based on the historical loss experience of the previous ten years and an economic cycle reference factor, is now 
computed for each pool of loans with common risk characteristics. This method allows the specific allocation of the general allowance to the 
identified pools of loans and the determination of an unallocated general allowance. 


The allocated general allowance reflects the best estimate of potential losses, related to the deterioration of credit quality, within the portion 
of the portfolio that has not yet been specifically identified as impaired. 


The unallocated general allowance reflects the assessment of potential losses which are not identified by the specific allowances and the 
allocated general allowance. This assessment includes consideration of regulatory requirements, economic and business conditions as well 
as changes to portfolio content. 


Acceptances 


Acceptances are short-term negotiable instruments issued by the Bank’s customers to third parties and guaranteed by the Bank. The potential 
liability under acceptances is reported as a liability on the balance sheet. The recourse against the customer in the case of a call on these 
commitments is reported as an asset of the same amount. Commissions earned are reported in other income. 


Assets purchased under reverse repurchase agreements and assets sold under repurchase agreements 


The Bank enters into short-term purchases of securities under agreements to resell as well as short-term sales of securities under agreements 
to repurchase at predetermined prices and dates. These agreements are treated as collateralized lending and borrowing transactions and are 
carried on the balance sheet at the amounts at which the securities were initially acquired or sold. Interest earned on reverse repurchase 
agreements and interest incurred on repurchase agreements are reported as interest income and interest expense, respectively. 
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1. Summary of significant accounting policies (continued) 


Capital assets 


Land is carried at cost. Other capital assets are recorded at cost less accumulated depreciation and are depreciated over their estimated 
useful lives based on the following methods and rates: 


Methods Rates 


Premises Declining balance 5% 
Leasehold improvements Straight-line Term of the lease plus initial renewal option 
Equipment and furniture Declining balance 20% 
Computer equipment and software Straight-line or declining balance 10% to 30% 


Gains and losses resulting from the sale of capital assets are recorded under other income. 


Goodwill and other intangible assets 


On November 1, 2001, the Bank adopted, on a prospective basis, the new standards of the Canadian Institute of Chartered Accountants (the 
“CICA”) with respect to goodwill and other intangible assets. Under these standards, goodwill and intangible assets determined to have an 
indefinite useful life are no longer amortized, but instead are tested for impairment, at least annually, based on their fair values. The 
impairment test initially compares the fair value of the reporting unit to which the goodwill relates to its carrying amount. When potential 
impairment is identified, the fair value of goodwill is compared to its carrying amount. Impairment identified in the transitional test is charged 
to opening retained earnings at the initial date of application. Subsequent impairment must be charged to income during the period in 
which the loss is incurred. 


The Bank mainly uses the discounted cash flows method to determine the fair value of its reporting units. Following the adoption of these 
recommendations, impairment losses of $9,932,000 ($9,670,000 net of related income taxes) were written off in relation to operating units of 
the Commercial financial services and Wealth Management and Brokerage sectors (see Note 7). 


Previously, goodwill was subject to an evaluation in order to identify a permanent impairment which involved comparing the net carrying 
amount to the undiscounted value of estimated future cash flows. 


Loan securitization 
Since June 1, 2001, the Bank has applied the CICA’s Accounting Guideline no. 12 with respect to the transfer of receivables. 


Based on securitization arrangements, the Bank transfers pools of mortgages to special-purpose vehicles or trusts which issue securities 
to investors. These transfers are accounted for as sales when the Bank is deemed to have surrendered control over these assets. 


When the transfer is considered a sale, the Bank derecognizes all assets sold, recognizes at fair value the assets received and the liabilities 
assumed in the sale and records the gain or loss on the sale in other income. 


In connection with these transactions, the Bank retains, in some instances, interests in securitized receivables such as cash reserve accounts, 
one or more subordinated tranches, servicing rights and excess interest spread. The gain or loss depends partly on the previous carrying value 
of the loans that are included in the transfer, allocated between the assets sold and the interests retained based on their respective fair value 
at the time of the transfer. To calculate fair values, the Bank estimates the discounted value of future cash flows. These calculations are based 
on management's best estimates with respect to key assumptions — credit losses, rate of prepayment, interest-rate curve and risk-adjusted 
discount rate. 


Cash reserve accounts related to these transactions are initially recorded at cost and presented under other assets. They are subsequently 
re-evaluated to identify permanent impairments in value. 


For certain transactions, the Bank retains an interest, until mortgage-backed securities mature, in the excess interest spread initially recorded 
at cost and presented in other assets. This excess interest spread, which affects the determination of gains or losses on the transfer date, 
corresponds to the interest collected from mortgage holders less interest paid to securities’ holders. As mortgage payments are received, 
this excess decreases and the resulting yield is recognized to interest income. Any permanent impairment in value is immediately charged 


to income. 
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1. Summary of significant accounting policies (continued) 
The subordinated tranches are also recorded at cost and presented with securities in the investment account. 


The Bank generally transfers receivables on a full servicing basis. On the transfer date, a servicing liability is recognized at fair value and 
presented in other liabilities. 


In addition, for certain securitization transactions, the Bank guarantees the return to securities’ holders. This obligation is initially recorded at 
fair value and re-evaluated periodically, charging any changes in the fair value to income. 


Transactions completed prior to June 1, 2001 are recorded in accordance with the instructions set forth in Abstract no. 9, “Transfers of 
Receivables,” issued by the CICA’s Emerging Issues Committee and have not been restated. Gains related to transactions completed 
according to the former standards are amortized to income when the significant risks and rewards of ownership have been transferred 
provided there is no possible recourse against the Bank on the transaction. To the extent that there was a recourse against the Bank on the 
transaction, any gain on sale was deferred until the cash was collected and there was no recourse left. Losses on these transactions, if any, were 
recognized immediately. 


Employee future benefits 


Pension plans 
The Bank maintains defined benefit pension plans for its employees. One of these plans also includes a defined contribution portion. 
Funding is provided by both the Bank and the members of the plans. 


Under the defined benefit plans, retired employees are eligible for benefits based on the length of service and the average salary at retirement. 
An actuarial valuation is performed periodically to determine the present value of accrued pension obligations based on projected benefits 
and management's best estimates. The obligation for accrued benefits is valued using market interest rates. Pension plan assets are valued 
according to their fair market value. For these plans, the pension expense consists of: a) the cost for the current year’s service, b) interest 
expense on the accrued benefit obligation, c) expected return on plan assets, d) amortization of the transitional obligation, the cost for service 
in previous years and the actuarial gains or losses, e) gains or losses arising from special events, and f) change in the valuation allowance. 


The cost for past service resulting from changes to the defined benefit plans is amortized on a straight-line basis over the expected average 
remaining service life of the employee groups covered by the plans. Actuarial gains or losses are amortized when, at the beginning of the year, 
the unamortized balance of the gain or loss exceeds 10% of the accrued benefit obligation or the market value of plan assets, whichever amount 
is greater. This excess is amortized on a straight-line basis over the expected average remaining service life of the groups covered by the plans. 
The transitional obligation resulting from the application of the standard with respect to employee future benefits, since November 1, 2000, 
is amortized on a straight-line basis over the average remaining service period of active employees who should normally receive benefits under 
these plans, varying from 10 to 20 years. 


On January 1, 2001, the Bank introduced a defined contribution portion to one of its plans for certain categories of employees. Plan members 
who were active at this date could elect to remain in the defined benefit portion or participate in the defined contribution portion for future 
years of participation. Members who join the plan after January 1, 2001 are required to participate in the defined contribution portion. The 
expense for this portion corresponds to the contributions the Bank is required to make during the year. 


Other plans 
The Bank also provides certain healthcare and life insurance benefits for its employees upon retirement. The costs related to these benefits 
are accumulated during the employees’ active career according to accounting policies similar to those applied to defined benefit plans. 


Derivative financial instruments 


The Bank uses derivatives to manage its exposure to interest rates and currency risks, to serve the needs of customers and earn trading 
income. The most frequently used derivative products are interest rate and foreign exchange swaps, foreign currency and interest rate 
futures, and options. 


Derivative products are valued at prevailing market rates when used in trading activities or to meet customers’ needs. Realized and 
unrealized gains and losses are included in other income. When derivative products are used to manage the Bank’s own exposure, the realized 
gains and losses are deferred and amortized to net interest income over the life of the hedged items. 


Income taxes 


The Bank uses the liability method of tax allocation and reports, in other assets, the future income tax assets resulting from loss carryforwards 
and temporary differences between the carrying amounts and the tax basis of assets and liabilities, in accordance with tax laws and rates 
enacted or substantively enacted on the date the differences reverse. 
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1. Summary of significant accounting policies (continued) 


Statement of cash flows 


Cash and cash equivalents comprise cash and deposits with Bank of Canada, non-interest bearing deposits with other financial institutions and 
net cheques and other items in transit, which are readily convertible to known amounts of cash and which are subject to an insignificant risk 
of change in value. 


Net income per common share 


The Bank calculates its basic net income per common share by dividing net income for the year, after deduction of preferred share dividends, 
including applicable income taxes, by the weighted average number of common shares outstanding for the year. 


Diluted net income per common share is calculated assuming that the proceeds received from the exercise of stock options are used to 
repurchase common shares at their average market price. 


Assets under administration and assets under management 


The Bank administers and manages assets held by customers that are not recognized on the consolidated balance sheet. Revenues 
collected for services related to these assets are recorded in other income. 


Translation of foreign currencies 


Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the prevailing year-end exchange rates. Income 
and expenses are translated at the average monthly exchange rates. Gains and losses resulting from the translation of foreign currencies are 
included in other income. 


Future changes to accounting policies 


Stock-based compensation and other stock-based payments 

The CICA issued a new standard regarding stock-based compensation and other stock-based payments. In relation with this standard, 
the Bank chose to charge to income, over the vesting period, the fair value of stock options awarded, calculated through the use of an 
option-pricing model. The standard also provides certain terms and conditions related to other stock-based payments. The Bank will adopt this 
standard prospectively effective November 1, 2002. The impact of this change on the results will depend on future awards and consequently 
cannot be determined. 


With respect to awards prior to November 1, 2002, the Bank will continue to apply the previous standards according to which no compensation 
cost is recognized when stock options are awarded to employees or shares are issued. In addition, the consideration paid by employees who 
exercise their stock options is credited to common equity. 


Hedging relationships 

The CICA has issued an accounting guideline entitled “Hedging Relationships” which deals with the application of hedge accounting and an 
Abstract of the Emerging Issues Committee, “Accounting for Trading, Speculative or Non-Hedging Derivative Financial Instruments”. It is 
impossible to determine the impact of applying these guidelines as it depends, among other things, on the nature and fair value of the hedging 
relationships in place at the time of application. Their application has been postponed to fiscal years commencing on July 1, 2003 and will 
apply to hedging relationships in place at the beginning of the Bank’s fiscal year starting on November 1, 2003. 


2. Acquisitions 


2002 


Acquisition of net assets of Sun Life Financial Trust Inc. 

On September 3, 2002, B2B Trust, a subsidiary of the Bank, and the Bank jointly completed the acquisition of portfolios of mortgage loans 
and personal loans valued at approximately $28,528,000 and $38,227,000 respectively of Sun Life Financial Trust Inc. In return, the Bank and 
its subsidiary assumed deposit liabilities valued at approximately $98,002,000 and received an amount of $30,882,000, net of acquisition 


costs incurred of approximately $365,000. 


2001 


Scotiabank branches 

On November 1, 2000, the Bank acquired 43 Scotiabank branches in Quebec. The purchase price of $660,923,000 was paid in cash and 
includes acquisition costs of $605,000. This acquisition was recorded using the purchase method. The earnings of the 43 Scotiabank branches 
acquired in Quebec are included in the consolidated statement of income as of the acquisition date. 
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2. Acquisitions (continued) 


Allocation of the purchase price: 


2001 


Identifiable assets purchased 


Cheques and other items in transit, net $ 8,871 

Loans 1,782,910 

Future tax assets 4 22,580 

Other assets 29,523 
Liabilities assumed : 

Deposits 1,172,903 

Other liabilities 53,929 
Fair value of net identifiable assets purchased 617,052 
Goodwill : 43,871 
Cash paid $ 660,923 
Integration costs $ 22,000 
Unused balance as at October 31, 2002 $ 552 


Integration costs consist mainly of expenses for information technology conversion, severance payments and termination of leases. 


3. Securities 


A) Maturity schedule at year-end and returns on investment account 


hos 2OOR wis 2001 


Within 1to Over Nostated — 


jyear ss S years =—s—ié*S‘ TS maturity Tol a Total 
es es aS $ $ ee $ % 
INVESTMENT ACCOUNT . : 
Securities issued or guaranteed : we 
by Canada 634,245 521,630 oe = 1,165,862 a0 1,161,191 3.3 
by provinces 404,319 214,558 84,329 — — 703,206 3.4 406,392 4.3 
Other debt securities 4,499 46,362 a1 063 — 71,924 | 6:08 42,311 4.9 
Preferred shares —_ = — 29,771 29,771 isle 33,031 23 
Common shares and other — _ — 63,454 63,454 22: 50,911 1.2 
Mortgage-backed securities _— 32,183 T1717 : = 1 343;900", bn.) 20,811 12.3 
Loan substitutes 6,468 ‘ —— — ‘ _ 6,468 ey aaue 6,468 3.2 
1,049,531 814,733 127,096 93,225 2,084,585 3:3 1,721,115 3.6 
TRADING ACCOUNT ia 
Securities issued or guaranteed as ; : : 
by Canada 71,665 249,092 105,001 — 418,958 271,755 
by provinces 29,961 123,217 214,010 — ~ 367,188 208,200 
by municipal corporations 28,317 "13,792 1,924 _ 44,033 36,093 
Other debt securities 23,590 17,499 82,614 — 123,703 78,505 
Common shares and other = = _ 2 2 40 
Mortgage-backed securities — 1,153 ST 86T 3,068 = 11,588 5,553 
154,686 404,167 406,617 2 965,472 600,146 
1,204,217 1,218,900 533,713 93,227 3,050,057 2,321,261 


arn EERE 


The term to maturity included in the schedule above is based on the contractual maturity date of the security. 


The weighted average return is calculated based on the book value at the year-end of each type of security. 
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3. Securities (continued) 


B) Investment account - unrealized gains and losses 


f He » 2002 2001 

ee 
Gross Gross Estimated Gross Gross Estimated 
Book unrealized unrealized market Book unrealized unrealized market 
value gains losses value value gains losses value 

Securities issued or guaranteed 

by Canada $1,165,862 Sreeadore. $ 4 $1,167,130 $1,161,191 $5424 $ 2 $1,166,610 
by provinces 703,206 1,276 1,805 702,677 406,392 3,521 1,943 407,970 
Other debt securities 71,924 557 404 72,077 42,311 858 a 43,169 
Preferred shares 29,771 1 843 28,929 33,031 5 1,498 31,538 
Common shares and other 63,454 157 12,785 50,826 50,911 2 11,274 39,639 
Mortgage-backed securities 43,900 830 _ 44,730 20,811 _ _ 20,811 
Loan substitutes 6,468 _ = 6,468 6,468 — — 6,468 


$2,084,585 $ 4,093 $ 15,841 $2,072,837 $1,721,115 $ 9,807 $ 14,717 $1,716,205 


4. Loans 


A) Loans and impaired loans 


2002 


Gross amount 


Gross amount of impaired Specific General Total 

of loans ae loans allowances _ allowances allowances 

Personal loans $ 3,865,455 $ 24,364 $ 8,563 $ 19,479 $ 28,042 
Residential mortgages 6,645,899 14,152 6,952 7,133 14,085 
Commercial mortgages 955,772 26,561 17,216 10,156 27,372 
Commercial loans and other 1,872,901 161,920 99,650 24,356 124,006 
Unallocated general allowance — — = 24,376 24,376 


$ 13,340,027 $ 226,997 $ 132,381 $ 85,500 $ 217,881 


2001 


Gross amount 


Gross amount of impaired Specific General Total 

of loans loans allowances allowances allowances 

Personal loans $ 3,532,655 $ 23,088 $ 6,557 $ — $ 6,557 
Residential mortgages 6,971,166 21,076 4,962 — 4,962 
Commercial mortgages 909,704 37,213 15,878 —_ 15,878 
Commercial loans and other 2,159,752 78,250 21,115 — 2115 
Unallocated general allowance _ _ — 85,000 85,000 


$ 13,573,277 $ 159,627 $ 48,512 $ 85,000 $ 133,512 


Impaired loans include foreclosed assets of $62,456,000 in 2002 ($59,495,000 in 2001). Specific allowances related to foreclosed assets were 
$37,056,000 in 2002 ($22,365,000 in 2001). 


4. 
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Loans (continued) 


B) Specific allowances for loan losses 


2002200 


Commercial Total Total 


Personal Residential Commercial _ loans and specific  _— specific 

loans mortgages mortgages oe other allowances allowances 

Balance at beginning of year $ 6557 $ 4962 $ 15878 $ 21,115 $ 48512 $35,661 
Provision for credit losses charged ae Ta sean 

to consolidated statement of income 23,245 (2982 78 Son 82,266 111,000 35,000 

Write-offs (23,799) (4,920) (1,317) (3,888) | (30,924) (25,621) 

Recoveries 2,560 978 OB a 157. Mey Qo ee 3,472 

Balance at end of year $ 8,563 $ 6,952 ‘$ 17,216 $ 99,650 $. 132,381 $48,512 


C) General allowances for loan losses 


2002-2001 


Commercial : Unallocated Total : Total 


_ Personal Residential _ Commercial loans and general general general ~ 
loans mortgages mortgages other allowance allowances__ allowances 
Balance at beginning of year $ — $ —  ¢ =— ‘S$ — $ 85,000 $ 85,000 $ 80,000 
Allocation of the general provision ase bees ig rule Nae Baa 
upon adoption of new methodology eo 18,925 8,182 TB82ts: es 25.864) (60,789) See — 
Change during the year 1,186 (1,181) 1,335 eons 05) 165 ie S — 
Allowances for loan ae Be ee Sees Mi eee: ea 
losses resulting from acquisitions 368 132 ate ie ee Sea OOK a 5,000 
Balance at end of year $ 19479 $ 7133 $ 10,166 $ 24956 $ 24376 $ 85,500  $ 85,000 


Loan securitization 


The Bank securitizes mortgages to finance its activities and to improve its financial structure. Under the Canada Mortgage Bond Program, 
residential mortgages insured by the Canadian Mortgage and Housing Corporation (“CMHC”) totalling $275,646,000 ($112,507,000 from 
June to October 2001) were securitized through the creation of mortgage-backed securities. The Bank subsequently sold such mortgage- 
backed securities in the amount of $249,144,000 ($104,909,000 from June to October 2001) and recorded the difference on the balance sheet 
as securities in the investment account. The Bank also securitized conventional residential mortgages for an amount of $401,013,000 ($ nil 
from June to October 2001) and conventional commercial mortgages for an amount of $53,117,000 ($ nil from June to October 2001), under 
other programs. 


In relation to these transactions, during the year, the Bank collected cash proceeds amounting to $697,555,000 ($104,425,000 from June to 
October 2001) and recognized, in other income, a securitization gain of $9,818,000 ($3,350,000 from June to October 2001) net of the 
transaction-related costs. The calculation of this gain takes into account the rights to excess interest spread of $24,869,000 ($6,095,000 from 
June to October 2001) and cash reserve accounts of $8,017,000 ($ nil from June to October 2001). The Bank has not retained any right or 
obligation with respect to the commercial mortgages sold during the year. 


With regards to the transfer of residential mortgage loans, the key assumptions used to determine the fair value of retained interests are 
summarized as follows: 


Key assumptions 2002 2001 


Weighted average life (in months) 35 48 


Rate of prepayment 10to11 % 9 % 
Excess spread 1.52% 1.5 % 
Expected credit losses on conventional residential mortgages") 0.25 % n/a 

Discount rate 6.5 to 7.2 % 6.8t07.5 % 


(” No loss is expected on insured residential mortgages. 


5. 
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Loan securitization (continued) 


On October 31, 2002, the Bank had retained interests related to residential mortgage securitization transactions amounting to $29,143,000 
($5,824,000 in 2001). As at October 31, 2002, the sensitivity of the fair value of the retained interests to immediate unfavorable changes of 
10% and 20% in the key assumptions is presented in the following table. As at October 31, 2001, the value of the retained interests was 
insignificant and the changes in the key assumptions did not have a material impact on the value of the interests retained as at that date. 


Sensitivity of key assumptions to unfavourable changes Residential mortgages 


Rate of prepayment 


Impact on fair value of unfavorable change of 10% $ 765 

Impact on fair value of unfavorable change of 20% $ 1,512 
Excess spread 

Impact on fair value of unfavorable change of 10% $ 1,191 

Impact on fair value of unfavorable change of 20% $ 2,382 
Expected credit losses 

Impact on fair value of unfavorable change of 10% $ 221 

Impact on fair value of unfavorable change of 20% $ 403 
Discount rate 

Impact on fair value of unfavorable change of 10% $ 55 

Impact on fair value of unfavorable change of 20% $ 112 


These sensitivities are hypothetical and should be used with caution. Changes in the fair value attributed to changes in assumptions generally 
cannot be extrapolated because the relationship of the change in assumption to the change in the fair value may not be linear. Changes in one 
factor may result in changes in another factor which might magnify or counteract the sensitivities attributed to changes in key assumptions. 


The total principal amount of securitized loans under the new standards totalled $738,558,000 at the end of the year ($110,722,000 at the 
end of 2001). 


In 2001, before the new standards were adopted, the Bank had securitized residential mortgages for an amount of $201,481,000 and 
commercial mortgages for an amount of $200,192,000. These transactions were accounted for under the standards in effect on those dates 
as described in Note 1. Deferred gains resulting from the sale of these loans amounted to $2,009,000 for the year ended October 31, 2001. 


The total principal amount of securitized loans accounted for under the former standards totalled $842,593,000 at the end of the year 
($1,814,471,000 at the end of 2001). 


Capital assets 


2002 2001 

Accumulated Net book Net book 

Cost depreciation value value 

Land $ 3,541 $ -- $ 3,541 $ 5,814 
Premises 16,598 3,474 13,124 21,205 
Leasehold improvements 49,872 29,382 20,490 21,298 
Equipment and furniture 75,421 62,152 13,269 15,194 
Computer equipment and software 267,976 157,803 110,173 115,255 


$ 413,408 $ 252,811 $ 160,597 $ 178,766 


Depreciation expense recorded in the consolidated statement of income amounts to $39, 199,000 ($36, 106,000 in 2001). 
Computer equipment and software include an amount totalling $13,712,000 ($11,470,000 in 2001) related to projects under development that are not depreciated. 


I 
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Goodwill 


Goodwill variations during the year are as follows: 


Retail Commercial =» B2B Trust a Wealth 
Financial Financial _ and Agency Management 
Services _ Services —_—_—-Banking_ and Brokerage 


Balance atbeginningofyear = (tt (tst‘<‘é‘ét!*C* 88 CS TTT eo 
Impairment based on transitional test ee (4,771) See tT Belin 
Write-off a a 


Balance at end of year 
Refer to Note 24 for description of business segments. 


The following table provides a reconciliation of reported net income and adjusted net income: 


2002 — 2001 


Net income $ 44,344 $ 90,705 


Amortization of goodwill, net of income taxes bie oe ee 4,124 
Adjusted net income $ 44,344 — $ 94,829 
Net income per common share, as reported '$ 1.27 $ 3.40 
Amortization of goodwill, net of income taxes d — 0.18 
Adjusted net income per common share ee 1.27 $ 3.58 
Diluted net income per common share, as reported $ 1.26 $ 3.37 
Amortization of goodwill, net of income taxes i aie 0.18 


Adjusted diluted net income per common share 


Other assets 


2002 


2001 


Future income tax assets (Note 17) : $ ~~ 121,200 : $ 126,359 


Assets related to securitized mortgage loans 71,899 89,699 
Accrued interest receivable 90,3345 5) ; 72,900 
Derivative related amounts 63,747 57,784 
Accrued benefit assets (Note 14) 38,272 35,876 
Mutual fund management contract (see below) 2,630 6,750 
Accounts receivable, prepaid expenses and other items has 165,127 132,302 

$553,209 $ 521,670 


ee ___amnnnnnEnREEEEEEEERREEEEEEEEEEEEREEEERnnnnnnS 


Reorganization of Iris and R mutual funds 


On December 31, 2001, the Bank proceeded with the reorganization of IRIS Funds and R Funds. The management contract relating to the 
IRIS Funds was sold to BLC-Edmond de Rothschild Asset Management Inc., a joint venture of the Bank and Compagnie financiére Edmond de 
Rothschild Banque, for a cash consideration totalling $12,500,000 that generated a gain of $2,694,000. Following the sale of the management 
contract, the Bank only maintains its share of the contract that pertains to its interest in the joint venture. Amortization of the mutual fund 
contract recorded in the consolidated statement of income, during the year, amounts to $876,000 ($1,500,000 in 2001). 
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9. Deposits 


Demand — Notice Term Total 
Individuals $ 1 05,609 $ 1,879,458 $ 10,022,890 $ 12,007,957 
Business and other 618,792 131,108 2,210,417 2,960,317 


$ 724,401 $ 2,010,566 $ 12,233,307 $ 14,968,274 


2001 

Demand Notice Term Total 

Individuals ; $ 92,678 $ 1,608,010 $ 9,819,055 $ 11,519,743 
Business and other 517,779 99,887 2,380,628 2,998,294 


$ 610,457 $ 1,707,897 $ 12,199,683 $ 14,518,037 


Demand deposits consist of deposits in respect of which the Bank is not authorized to require a notice at the time of withdrawal by the 
customer. These deposits are primarily made up of chequing accounts. 


Notice deposits consist of deposits in respect of which the Bank may legally require a withdrawal notice. These deposits are generally made 
up of savings accounts. 


Term deposits consist of deposits maturing at a specific date, in particular term deposits and guaranteed investment certificates. 


Deposits denominated in U.S. dollars amount to $303,593,000 ($375,135,000 in 2001) and deposits denominated in other foreign currencies 
amount to $43,061,000 ($39,424,000 in 2001). 


10. Other liabilities 

t 2002 2001 

Accrued interest payable $ 467,361 $ 464,324 
Liabilities related to securitized mortgage loans") 96,410 116,314 
Derivative related amounts 68,194 41,052 
Accrued benefit liabilities (Note 14) 10,975 8,108 
Accounts payable, accrued expenses and other (Note 16) 13,90 112,123 

$ 716,907 $ 741,921 


() Includes deferred gains in the amount of $10,475,000 ($25,645,000 in 2001). 


11. Subordinated debentures 


The debentures are direct unsecured obligations of the Bank and are subordinated in right of payment to the claims of depositors and certain 
other creditors of the Bank. Any repurchase or cancellation of subordinated debentures must be approved by the Superintendent of Financial 
Institutions of Canada. 
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11. Subordinated debentures (continued) 


12 


Maturity Series Interest rate Special terms 2002 2h 2001 


June 2009. 5.75% ~~ Redeemable at par as of June 2004; $ 100,000 $ 100,000 
rate to be revised in June 2004 and set at the Paes iene te secre 
90-day bankers’ acceptance rate plus 1% i uranic 

December 2009 8 7.00 % Redeemable at par as of December 2004; 2), 100,000); iby 100,000 
rate to be revised in December 2004 and set at the ysl 
90-day bankers’ acceptance rate plus 1.25% Gnies) eae 

October 2010 6 8.90 % Redeemable at par as of October 2005; 50,000: | 50,000 
rate to be revised in October 2005 and set at the Fe mene el 


90-day bankers’ acceptance rate plus 1% Lee acd 

June 2011 9 6.50 % Redeemable at par as of June 2006; aa 150,0000 574 150,000 
rate to be revised in June 2006 and set at the ‘ f | 
90-day bankers’ acceptance rate plus 1.25% 


$ 400,000  $ 400,000 


2004 ‘teat Oi Por! 400 000 


2005 150 000 
2006 150 000 
$ 400000 


a 


Capital stock 


Authorized: 
Unlimited number of Class A Preferred Shares, without par value, issuable in series. 


Unlimited number of Common Shares, without par value. 


Issued and outstanding as at October 31: 


Number uae oe Number 


of shares ~ Amount of shares Amount 
a 
Class A Preferred Shares y 
Series 2 4,000 §$ 400 4,000 $ 400 
Series 6 — ans — 2,400,000 60,000 
Series 7 2,000,000 50,000 2,000,000 50,000 
Series 8 2,000,000 ~ 50,000 2,000,000 50,000 
Series 9 4,000,000 100,000 — — 
Total preferred shares 8,004,000 200,400 hy 6,404,000 160,400 
Common Shares ; 23,408,603 246,230 22,867,940 234,240 
Total capital stock ; $ 446,630 $ 394,640 


Preferred shares 


The Class A Preferred Shares, Series 2, are entitled to a cumulative dividend at a rate equal to the greater of 7% or 70% of the average daily prime 
rate and are redeemable at the option of the Bank at a price of $100 per share. The Bank may purchase the shares for cancellation, on the market 
or by invitation for tender to all holders at a price per share not exceeding the redemption price applicable plus any related purchase fees. 
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12. Capital stock (continued) 


The Class A Preferred Shares, Series 6, were entitled to a non-cumulative quarterly dividend of $0.547 per share. On or after November 26, 2001, 

the Bank was able to redeem these shares at a price of $25 each or to convert them into the number of common shares determined by dividing 
$25 by the greater of $3 or 95% of the weighted average prevailing market price of the common shares at that date. On or after February 26, 

2002, each share was convertible, at the option of the holder, into the number of common shares determined by dividing $25 by the greater 

of $3 or 95% of the weighted average prevailing market price of the common shares at that date; this conversion was subject to the right of 
the Bank to redeem the shares for cash or to find substitute purchasers. 


The Class A Preferred Shares, Series 7 ard 8, are entitled to a non-cumulative quarterly dividend of $0.484 per share. On or after June 15, 2003, 
the Bank will be able to redeem these shares at a price of $25 each plus, if the redemption takes place before June 15, 2005, a premium of $1 
which will decrease to zero depending on the date of redemption. Moreover, the Bank will be able, on or after June 15, 2003, to convert all or 
a portion of the Preferred Shares, Series 7 and 8, into a round number of common shares determined by dividing the redemption price then 
applicable by the greater of $3 or 95% of the weighted average prevailing market price of the common shares at that date. On or after June 15, 
2005, each share will be convertible, at the option of the holder, into the number of common shares determined by dividing $25 by the greater 
of $3 or 95% of the weighted average prevailing market price of the common shares at that date; this conversion will be subject to the right 
of the Bank to redeem the shares for cash or to find substitute purchasers. 


The Class A Preferred Shares, Series 9, are entitled to a non-cumulative quarterly dividend of $0.375 per share. On or after December 15, 2006, 
the Bank will be able to redeem these shares at a price of $25 each plus, if the redemption takes place before December 15, 2010, a premium 
of $1 which will decrease to zero depending on the date of redemption. Moreover, the Bank will be able, on or after December 15, 2006, to 
convert all or a portion of the Preferred Shares, Series 9, into a round number of common shares determined by dividing the redemption 
price then applicable by the greater of $2.50 or 95% of the weighted average prevailing market price of the common shares at that date. 


Issuance of preferred shares 
On November 7, 2001, the Bank issued 4,000,000 Preferred Shares Series 9 at a price of $25 per share, representing total proceeds of 
$100,000,000. The net proceeds to the Bank amounted to $97,885,000. 


Redemption of preferred shares 

On November 26, 2001, the Bank redeemed all of its Non-Cumulative Class A Preferred Shares, Series 6 at a price of $25 per share, for an 
aggregate consideration of $60,000,000. The preferred shares so called for redemption ceased to be entitled to dividends from the 
redemption date. 


Common shares 


During the year, 540,663 common shares (214,196 shares in 2001) were issued under the employee share purchase option plan for a total 
cash consideration of $11,990,000 ($3,698,000 in 2001). In 2001, 2,500,000 common shares had been issued for a total cash consideration of 
$63,500,000. 


Shareholder Rights Plan 


In 2001 and 2002, the Board of Directors of the Bank approved, and the shareholders ratified, a Shareholder Rights Plan (the “Rights Plan”) 
intended to encourage the fair treatment of shareholders in connection with any take-over bid for the Bank. The rights issued under the 
Rights Plan become exercisable only when a person, including related persons, acquires or announces its intention to acquire 20% or more 
of the Bank’s outstanding common shares without complying with the “Permitted Bid” provisions of the Rights Plan or without approval of 
the Board of Directors of the Bank. Should such an acquisition occur, each right would, upon exercise, entitle a rights holder, other than the 
acquiring person and related persons, to purchase common shares of the Bank at a 50% discount of the market price at the time. Under the 
Rights Plan, a Permitted Bid is a bid made by means of a take-over bid circular sent to all shareholders of the Bank and is open for not less 
than 60 days. If at the end of the 60 days, at least 50% of the outstanding common shares have been tendered, other than those belonging to 
the offeror or related persons, the offeror may take up and pay for the shares but must extend his bid for a further 10 days to allow other 
shareholders to tender their shares. In the event of a hostile take-over bid, the rights will cause substantial dilution to the person attempting 
the take-over. 
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13. Stock-based compensation 


Share purchase options 


Pursuant to a share purchase option plan, options are granted to key employees for the purchase of common shares at prices not less than 
the market price of such shares immediately prior to the grant date. 


The right to exercise the options is acquired gradually over a maximum period of 4 years and the options can be exercised at all times up to 
10 years after they have been granted. 


As at October 31, 2002, the Bank had reserved 1,600,000 common shares (1,600,000 shares in 2001) for the potential exercise of stock 
options, of which 66,843 (157,707 in 2001) were still available. 


The following table shows the Bank’s outstanding stock options for the years ended October 31: 


2002 2001 


Weighted Weighted 


Number average Number average 
of options exercise price of options exercise price 


Outstanding, beginning ofyear. | 4 1,074,353. $ © 24.45 1,236,545 $ 22.66 
Granted 100,000 $ 26:22 5G) 54,600 $ 30.73 
Exercised (640,663) $ 22.18 (214,196) $ 17.26 
Cancelled (6.130) Sek a8 (2,596) $ 23.81 
Outstanding, end of year 624,554 $ 26.54 1,074,353 $ 24.15 
Exercisable, end of year 370,891 $ 26.63 671,850 $ 23.50 


The following table summarizes information relating to stock options outstanding and exercisable at October 31, 2002. 


Options outstanding Options exercisable 


Weighted 


average Weighted Weighted 

Number of remaining average Number of average 

options contractual exercise options exercise 

Range of exercise prices outstanding life (years) - price exercisable price 

$15.85 - $19.94 80,154 5.99 $ 18.76 43,832 $ 18.21 

$21.35 - $25.14 114,794 6.53 $ 22.25 73,153 $ 22.17 

$27.08 - $31.80 429,606 8.82 $ 29.14 «| 253,906 $ 29.36 
624,554 370,891 


a  —————————————— 


Other stock-based compensation plans 


The Bank offers a stock appreciation rights (“SAR”) plan to members of senior management of the Bank and its subsidiaries. These SARs may 
be settled in consideration of a cash amount equal to the difference between the SAR exercise price and the closing price of the common shares 
at the measurement date. SARs are acquired over a maximum period of five years. During the year, an expense of $139,000 ($5,603,000 in 2001) 
was recorded relating to this plan. As at October 31, 2002, 471,663 SARs (846,652 in 2001) were outstanding at a weighted average exercise 
price of $25.01 ($24.14 in 2001), of which 220,285 (276,282 in 2001) were exercisable at the end of the year. 


A deferred share unit plan is also offered to non-employee directors of the Bank. Under this plan, each director may choose to receive all or a 
percentage of his remuneration in the form of deferred share units. The value of the deferred share units as at October 31, 2002 amounted to 
$380,000 ($254,000 as at October 31, 2001). The compensation expense recorded during the year, in respect of this plan, was $181,000 
($148,000 in 2001). 
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14. Employee future benefits 


The following table provides information about the Bank’s employee future benefits plans, including the amounts recorded on the 
consolidated balance sheet and the components of the net plan expense. 


2002 2001 


Pension Other Pension Other 


plans plans plans plans 
CHANGE IN ACCRUED BENEFIT OBLIGATION 
Accrued benefit obligation at beginning of year $ 210,109 $ 16,216 $ 197,832 $ 15,987 
Service cost 6,551 119 6,474 111 
Cost of past service 5,816 — — — 
Interest cost 15,293 1,043 14,111 1,029 
Benefits paid (10,428) (975) (11,178) (911) 
Plan participant contributions 3,019 _ 2,870 — 
Actuarial gain (633) _ _ _— 
Others 1,901 — _ _ 
Accrued benefit obligation at end of year $ 231,628; $ 16,403 $ 210,109 $ 16,216 
CHANGE IN FAIR VALUE OF PLAN ASSETS 
Fair value of plan assets at beginning of year $ 198,262 $ _— $ 221,834 $ — 
Actual return on plan assets (14,397) — (21,414) _ 
Bank’s contributions FAVS — 5,572 - 
Plan participant contributions 3,019 — 2,870 _ 
Benefits paid (9,985) —_ (10,600) = 
Fair value of plan assets at end of year $ 184,014 $ _ $ 198,262 $ — 
FUNDED STATUS 
Overfunded (underfunded) status at end of year $ (47,614) $ (16,403) $ (11,847) $ (16,216) 
Unrecognized transition obligation 1,375 14,297 1,639 15,118 
Unrecognized cost of past services 5,362 — _— — 
Unrecognized net actuarial loss 70,280 _ 39,074 — 
Accrued benefit asset (liability) at end of year $ 29,403 $ (2,106) $ 28,866 $ (1,098) 
Accrued benefit assets at end of year $ 38,272 $ — $ 35,876 $ — 
Accrued benefit liabilities at end of year $ 8,869 $ 2,106 $ 7,010 $ 1,098 
WEIGHTED AVERAGE ASSUMPTIONS 
Discount rate 7.00 % 7.00 % 7.00 % 7.00 % 
Assumed long-term rate of return on plan assets 7.15 % - 8.00 % — 
Rate of increase in future compensation 3.50 % 3.50 % 3.50 % 3.50 % 


For valuation purposes, the hypothetical average annual growth rate of healthcare costs covered for each participant was set at 10% for 
medical care and 3.5% for dental care. Based on the assumption adopted, the rate for medical care would be gradually reduced to 4% over a 


10-year period. 


As at October 31, 2002, the defined benefit pension plans are not fully funded. Included in the accrued benefit obligation as at October 31, 2001 
was $89,481,000 and included in the fair value of plan assets was $73,554,000, in respect of plans that were not fully funded. 


14. Employee future benefits (continued) 


Amortization 


Transition obligation at end of year 


NET PLAN EXPENSE COMPONENTS AS AT OCTOBER 31 
Service cost 

Interest cost 

Expected return on plan assets 

Amortization of transition obligation 

Amortization of cost of past service 

Defined contribution provision 

Amortization of actuarial gain 

Other 

Net plan expense 


15. 


~ 


$ 


$ 


plans 


Pension — 


Pension 
plans 


1,639 $ 15,118 

(264) (821) (324) 
foro) S14 207, $ 1,639 $ 
6,551 $ 19/2 $ 6,474 $ 
15,293 4,043 14,111 
(17,430) = (17,660) 
264 821 324 
454 a = 
2,276 = Aeratiz 
(12) = = 
401 = (81) 
iol So 1,983 $ 4885 $ 


Non-controlling interest in a subsidiary and gain on dilution 


1963 $ 
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15,987 
(869) 


15,118 


In 2001, B2B Trust, a subsidiary of the Bank, completed an initial public offering of 6,394,000 of its common stock for gross proceeds in the 
amount of $57,546,000 ($53,072,000 net of issue costs). Following the offering, the Bank held approximately 74.3% of the common shares 
outstanding of B2B Trust and realized a dilution gain of $12,430,000. The gain was not subject to income taxes because B2B Trust issued new 


treasury shares. 


16. Restructuring costs 


The consolidated statement of income for 2001 included restructuring costs of $17,540,000 ($11,401,000 net of income taxes) related to the 
implementation of the Bank’s strategy. These costs included the write-off of certain assets and lease terminations, severance payments and 
other costs. During the year, the Bank reviewed certain projects which were initially part of the restructuring. As a result, costs related to certain 
projects were increased by $1,832,000, while others, that proved to be less onerous, were decreased by $2,461,000. 


Restructuring 


cost arising 
during 2001 
Write-off of assets and lease terminations $ 10,620 
Human resources expenses 3,354 
Other costs 3,566 


Total restructuring costs $ 17,540 


$ 


$ 


Amount 
utilized 
4,222 
72 

137 


4,431 


Balance as at 


October 31, Increase Amount 
2001 in 2002 utilized 
$ 6,398 $ 904 $ 4,284 
3,282 928 3,004 
3,429 — 2,530 
$ 13,109 $ 1,832 $ 9,818 


Balance as at 


October 31, 

Reversal 2002 

$ 61,709 $ 1,309 
— 1,206 

752 147 

$709 2461) ee Sim 2,602 
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17. Income taxes 


Significant components of the Bank’s future income tax assets and liabilities are as follows: 


2002 2001 ' 
Prospective tax loss deferrals $ 5,284 $ 37,973 
Capital assets 53,697 40,944 
Allowance for loan losses ; 37,208 28,548 
Recoverable minimum tax of financial institutions 31,850 17,617 
Intangible assets 8,893 11,769 
Other temporary differences 3,719 3,580 
Deferred charges (19,451) (14,072) 
Future income tax assets, net $ 121,200 $ 126,359 


Significant components of the provision for income taxes are as follows: 


CONSOLIDATED STATEMENT OF INCOME 


Current income tax expense pees eral ays $ 23,178 
Future income tax expense ; 

Tax rate changes 3,716 13,918 

Creation and reversal of temporary differences 7,133 20,514 

10,849 34,432 

$ 90404. $ 57,610 


CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 


Income taxes on preferred dividends and on share issue costs $ (65) $ 501 
Current income tax expense 5,635 501 
Future income tax benefit (5,690) — 

$ (55) $ 501 


The reconciliation of income tax expense to income tax computed at the statutory tax rates is: 


2002 2001 
Ree eae eee eee eee 
Amount — - Percent Amount Percent 
Income taxes at statutory rate $ 30,901 376% $ 60,233 40.1 % 
Increase (decrease) resulting from: 
Gain on dilution = =_ (4,960) (3.3) 
Tax benefits previously not recorded (2,000) (2.4) (4,000) (2.7) 
Tax on earnings and dividends : 
from foreign operations (1,285) (1.6) (5,384) (3.6) 
Large corporations tax 3,139 3.8 1,776 i 
Tax rate changes 3,716 4.5 13,918 9.3 
Other, net (2,047) Caen (3,973) (2.7) 
Income taxes reported in income and effective tax rate $ 32,424 39.5% $ 57,610 38.3 % 


Income earned on credit insurance from foreign operations will only be taxed upon repatriation to Canada. Since management of the Bank 
currently does not anticipate repatriating these retained earnings, no future income tax expense was recorded in this regard. 
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18. Net income per common share 


19 


20 


Average number of common shares outstanding is as follows: 


2002 2001 
Average number of common shares outstanding ae 23,095 22,710 
Siock options 193 186 


Average number of common shares outstanding after dilution 


The Preferred Shares of Series 6, 7, 8 and 9 are convertible into common shares. These conversions were not taken into account in the calcu- 
lation of diluted net income per common share because the Bank may settle such conversions in cash rather than common shares and, based 
on past experience, the Bank usually opts for a cash settlement. 


An average of 85,011 (176,600 in 2001) stock options were not taken into account in the calculation of diluted net income per common share 
since the average exercise price of these options exceeded the average market value of the Bank’s shares during the year. 


Related party transactions 


The Bank provides loans to current and former directors, officers and employees at different rates and conditions. The interest earned on these 
loans is recorded under interest income in the consolidated statements of income. The outstanding balances of these loans are as follows: 


2002 2001 
Mortgage loans $ 86,976 $ 97,663 
Other loans 9,857 11,014 


Derivative financial instruments 


In the normal course of business, the Bank enters into various contracts and commitments in order to protect itself against the risk of fluctu- 
ations in interest rates and foreign exchange rates and to meet its customers’ demands as well as to earn trading income as described below. 


The various derivative financial instruments listed in the tables on the next page are defined as follows: 


i) Interest rate swaps involve the exchange of fixed and floating interest payment obligations based on a predetermined notional amount for 
a specified period of time. Foreign exchange swaps involve the exchange of the principal and fixed or floating interest payments in different 
currencies. Cross-currency interest rate swaps involve the exchange of both the principal amount and, fixed and floating interest payment 
obligations in two different currencies. 


ii) Forward rate agreements are contracts fixing an interest rate to be paid or received, calculated on a notional principal amount with a 
specified maturity commencing at a specified future date. 


iii) Options are agreements between two parties in which the writer of the option grants the buyer the future right, but not the obligation, to 
buy or to sell, at or by a specified date, a specific amount of a financial instrument at a price agreed upon when the option is arranged. 
The writer receives a premium for selling this instrument. 


iv) Futures are future commitments to purchase or deliver a financial instrument on a specified future date at a specified price. Futures are 
traded in standardized amounts on organized exchanges and are subject to daily cash margining. 


v) Foreign exchange forward contracts are commitments to purchase or sell foreign currencies for delivery at a specified date in the future 
at a fixed rate. 


The Bank also conducts equity derivative transactions in order to hedge its index-linked deposits. 


The following tables present the notional amounts associated with the derivative financial instruments. The amounts are not indicative of the 
potential gain or loss related to the credit or market risk of these instruments. 
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20. Derivative financial instruments (continued) 


A) Remaining term to maturity 


(in millions of dollars) 2002 2001 


Period to maturity 


Within 1to5 Over Other than Other than 
Notional amount 1 year years 5 years Total Trading trading Trading trading 
INTEREST RATE CONTRACTS 
OTC contracts 
Swaps $e O57, $ 7,491 $ 156 $ 9,504 $ = $ 9,504 $ = $ 9,946 
Forward rate agreements 986 314 _ 1,300 — 1,300 _ 2,936 
Options written 600 - — 600 — 600 _ 585 
Exchange-traded contracts : 
Futures 402 — — 402 302 100 632 2,271 
FOREIGN EXCHANGE CONTRACTS 
OTC contracts 
Foreign exchange swaps 1,560 104 _ 1,664 1,664 - 873 _ 
Cross-currency interest 
rate swaps 50 50 - 100 _ 100 _ 218 
Forwards 495 96 _ 591 591 _ 461 _ 
Options purchased 963 _ _ 963 _ 963 _ 507 
Options written 918 _ - 918 — 918 — 506 
Exchange-traded contracts 
Futures 32 _- - 32 32 _ 58 — 
OTHER CONTRACTS") 40 153 -— 193 _— 193 — 181 


Pe ssoeiieii ener erste eae NATE SER ee i ee ee ee 
$-- 7,903 $ 8,208 $ 156 $ 16,267 $i 2;589 $ 13,678 $ 2,024 $ 17,150 


() Includes over-the-counter index-linked and equity derivatives. 


B) Credit exposure 


(in millions of dollars) 2002 2001 


Fair Fair Credit Risk- Fair Fair Risk- 


Notional value value equivalent weighted value value weighted 
amount favorable — unfavorable amount amount favorable —_ unfavorable amount 
INTEREST RATE CONTRACTS 
OTC contracts 
Swaps $ 9,504 $ 108 $ (145) §$ 148 $ 30 $ 170 $ (154) $ 40 
Forward rate agreements 1,300 — (3) 2 _ — (7) 1 
Options written 600 _ (1) _ — = (3) 2 
Exchange-traded contracts 
Futures 402 _ — — — 4 (3) a 
FOREIGN EXCHANGE CONTRACTS 
OTC contracts 
Foreign exchange swaps 1,664 8 (7) 14 3 3 (9) 2 
Cross-currency interest rate swaps 100 3 (8) 6 1 14 (11) 4 
Forwards 591 2 (5) 11 6 10 (1) 8 
Options purchased 963 4 _ 13 5 2 — y 
Options written 918 = (3) — = = (2) mY 
Exchange-traded contracts 
Futures 32 - _ — — 1 = = 
OTHER CONTRACTS") 193 8 (1) 23 5 33 (3) 8 


$ 16,267 $ 1838" $ (173) $ 217 $ 50 $ 237 $ (193) $ 65 


re eee 
() Includes over-the-counter index-linked and equity derivatives. 


20. 


21. 
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Derivative financial instruments (continued) 


The majority of the credit concentration of the Bank with respect to derivative financial instruments is with financial institutions, primarily 
Canadian banks. 


Foreign exchange and interest rate related contracts and options are expressed in notional principal amounts upon which the contractual cash 
flows are based. These notional amounts represent the volume of outstanding transactions and are not indicative of the credit or market risk 
of these contracts. The fair value may fluctuate as a result of timing of cash flows and changes in interest and foreign exchange rates. The 
credit risk amount associated with these contracts is limited to the fair value of all non-matured contracts with a favorable fair value for the 
Bank without taking into account any netting or collateral arrangements that have been made. The credit equivalent amount is the credit risk 
amount plus an add-on for potential future exposure based on a formula prescribed by the Superintendent of Financial Institutions of 
Canada in its Capital Adequacy Guidelines. The risk-weighted amount is the credit equivalent amount multiplied by counterparty risk factors 
prescribed by this guideline. Unrealized gains on trading derivative financial instruments are recorded in other assets and unrealized losses 
are recorded in other liabilities. 


Financial instruments 


A) Fair value 


The amounts that follow present the fair value of on- and off-balance sheet financial instruments based on the valuation methods and 
assumptions as set out below. 


Fair value represents the amount at which a financial instrument could be exchanged between willing parties. Quoted market prices are not 
available for a significant portion of the Bank’s financial instruments. In such cases, the fair values presented are estimates derived using 
present value or other valuation techniques and may not be indicative of the net realizable value. 


(in millions 


f dollars) 2002 


2001 


Variance Variance 


Book Fair favorable Book Fair favorable 
value value (unfavorable) value value (unfavorable) 
ASSETS 
Cash resources $ 454 $ 454 $ — $ 184 $ 184 $ — 
Securities $ 3,050 $ 3,038 $ (12) $ 2,321 $ 2,316 $ (6) 
Loans $ 13,992 $ 14,232 $ 240° $ 14,089 $ 14,502 $ 413 
Customers’ liability under acceptances $ 332 $ 332 $ — $ 336 $ 336 $ _ 
Other assets $ 192 $ 192 $ — $ 175 $ 175 $ - 
LIABILITIES 
Deposits $= 149082 @=$ > 15907". S Cay nS 14518 .,$ 14862 $ (364) 
Obligations related 
to assets sold short $ 861 $ 861 $ _ $ 670 $ 670 $ _ 
Obligations related to assets 
sold under repurchase agreements $ 448 $ 448 $ — $ 208 $ 208 $ _ 
Acceptances $ 332 $ 332 $ — $ 336 $ 336 $ — 
Other liabilities $ 706 $ 706 $ _— $ 716 $ 716 $ —_ 
Subordinated debentures $ 400 $ 427 $ (27) $ 400 $ 434 $ (34) 
Off-balance sheet derivative 
financial instruments $ — $ (38): .$ (38) 4 $ — $ 40 $ 40 


The fair value of items which are short term in nature or contain variable rate features is considered to be equal to book value. 
The fair value of securities is based on quoted market prices or, if not available, it is estimated using quoted market prices of similar investments. 
The fair value of loans, deposits and subordinated debentures is estimated by discounting cash flows using market interest rates. 


The fair value of off-balance sheet derivative financial instruments is based on quoted market prices or dealer quotes. Otherwise, fair value is 
estimated on the basis of pricing models, quoted prices of instruments with similar characteristics, or discounted cash flows. 


21. Financial instruments (continued) 


B) Interest rate risk 
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The following table gives the detailed maturity dates and average effective rates of the on- and off-balance sheet instruments of the Bank. 


2002 


(in millions of dollars) 


ASSETS 

Cash resources and securities 
Rate 

Loans 
Rate 

Other assets 
Rate 


Total 
Rate 


$ i 


Floating 


1,065 
2.5 % 

4,610 
5.1 % 
326 

6,001 
44 % 


$ 


0 to 


3 months 


1,032 
2.8 % 
995 
5.7 % 
233 


2,260 
8.8 % 


$ 


Over 


3 months 
to 1 year 


304 
3.0 % 

2,063 
6.3 % 


2,367 | 
5.9 % 


$ 


Over 


1 year 
to 3 years 


670 


3:0 You 


3,438 
6.7 % 


4,108 
6.1 % 


$ 


Over 


3 years 
to 5 years 


151 

41 % 
2,593 

7.2 % 


2,744 
7.0 % 


Over 
5 years 


115 
5.6 % 
237 
TA % 


Non- 


interest 
sensitive 


mr 


LIABILITIES AND EQUITY 
Demand and notice deposits 
Rate 
Term deposits 
Rate 
Other liabilities 
Rate 


Debentures, minority shareholder 
interest and equity 


Rate 


Total 
Rate 


Swaps, net 
Other derivative financial instruments 
Sensitivity gap 


Cumulative gap 


(in millions of dollars) 
ASSETS 
Rate 


LIABILITIES AND EQUITY 
Rate 


$ 
$ 


$ 


424 
0.6 % 


816 
1.2 % 


5,185 
5,185 


Floating 


4,838 
5.1 % 


688 
0.6 % 


$ 


—$ 


$ 


24 
0.2 % 
2,286 
2.6 % 
1,402 
2.3 % 


3,712 
2.5 % 


(1,415) 
86 

(2,781) 

2,404 


$ 
$ 


100 
7.7 % 


3,788 
3.3 % 
357 
(34) 

(1,098) 

1,306 


$ 


$ 


250 
7.7 % 


5,957 
4.2 % 


597 

(52) 
(904) 
402 


$ 


—$ 


250 
6.3 % 


3,375 
40 % 


436 
(195) 
207 


“32 
6.6 % 
25 


Non- 


interest 
sensitive 


767 


1,094 


2,735 
0.3 % 

12,233 
41 % 

2,358 
2.0 % 


1,270 
3.4 % 


18,596 
3.2 % 


Total 


$ 17,696 
5.7 % 

17,696 
3.6 % 


SsInDISnEIEEEEESISEEEE EE EEEEEESESEEEESSEEEEEEEEEETEETEEESEEEEEEEEen=nEEE=SSEETeneEe=e == nnn nnn nnn yea ren nnn rn rE nn RE 


Swaps, net 
Other derivative financial instruments 
Sensivity gap 


Cumulative gap 


$ 
$ 


Over Over Over 

0 to 3 months 1 year 3 years Over 

3 months to 1 year to 3 years to 5 years 5 years 

2,577 $ 2,369 $ 4,363 $ 2,425 357 
4.5 % 6.3 % 6.5 % 7.2 % 7.3 % 

3,644 4,244 5,027 2,801 198 
2.8 % 4.2 % 4.2 % 46 % 6.5 % 

(1,541) 872 166 478 25 

189 29 (163) (98) 43 

(2,419) $ (974) =$ (661) $ 4 227 

1,731 $ 757 $ 96 $ 100 327 
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21. Financial instruments (continued) 


Assets, liabilities and equity are shown at the earlier of the date of maturity or contractual re-evaluation while taking into consideration 
reimbursements or estimated prepayments, except for the following: 


» Loans and deposits for which the interest rates are not indexed on a specific rate and which can be non-sensitive to variations of market 
rates are classified based on the historical evolution of their sensitivity. 


« Debentures for which interest rates can be revised at a future date are classified at the re-evaluation date; those for which rates cannot be 
revised are classified at their maturity. 


« Preferred shares are classified using the date on which they become redeemable. 


C) Concentration of credit risk 


Concentration of credit risk exists where a number of borrowers or counterparties engaged in similar activities are located in the same 
geographic area or have comparable economic characteristics. Their ability to meet contractual obligations may be similarly affected by 
changing economic, political or other conditions. The Bank’s operations are located in Canada. 


The following table shows loans based on location: 


Quebec 51 % BL % 
Ontario TOON yO 32 % 
Western Canada 


No single industry segment accounted for more than 3% (3% in 2001) of the total loans and customers’ liability under acceptances. 


22. Commitments and contingencies 


A) Credit-related commitments 


The amounts of credit-related commitments represent the maximum amount of additional credit that the Bank could be obliged to extend. 
These amounts are not necessarily indicative of credit risk as many of these arrangements are contracted for a limited period of usually less 
than one year and will expire or terminate without being drawn upon. 


2002 2001 


Unutilized credit balances $ 2,297,547 $2,201,464 
Guarantees and letters of credit $ 160,934 $ 127,193 
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22. Commitments and contingencies (continued) 


23 


24 


B) Lease commitments, service contracts for information technology services and other contracts 


Minimum future commitments under leases, service contracts for outsourced technology services and other contracts are as follows: 


Information 

technology 

service 
Premises contracts Other 
2003 $ 24,691 $ 18,382 $ 1,494 
2004 21,284 19,684 1,083 
2005 17,869 20,073 1,083 
2006 14,723 13,382 1,083 
2007 12,298 14,151 1,083 
Thereafter 22,097 66,468 721 
Total $ 112,962 $ 152,140 $ 6,547 


As stipulated under major service contracts for information technology services, the Bank may terminate the agreement in certain circumstances. 


C) Litigation 

The Bank and its subsidiaries are involved in various pending legal actions which arise in the normal course of business. Management considers 
that adequate provisions have been set aside to cover any future losses and any amounts that might not be recoverable from insurance 
companies, as the case may be, in connection with these actions. 


D) Pledged assets 


Assets with a book value of $333,465,000 ($240,676,000 in 2001) have been deposited as collateral in order to participate in clearing and 
payment systems. In addition, securities amounting to $447,862,000 ($207,501,000 in 2001) have been sold under repurchase agreements 
containing collateral recorded as loans. 


Comparative figures 


Certain comparative figures have been reclassified to conform to the current year presentation. Specifically, deposits in the amount of 
$315,643,000 as at October 31, 2001 that were formerly recorded under “Business and other” have been reclassified under “Individuals.” 


Segmented information 


As a result of the reorganization of its activities in 2002, the Bank offers its services through four business lines: Retail Financial Services, 
B2B Trust and Agency Banking, Commercial Financial Services, as well as Wealth Management and Brokerage. 


The Retail Financial Services segment covers the full range of savings, investment, financing and transactional products and services as well 
as trust services. This business line also offers Visa credit card services and insurance products. 


The Commercial Financial Services segment handles commercial loans and larger financings as part of banking syndicates, as well as 
commercial mortgage financing, leasing, factoring and other services. 


The B2B Trust and Agency Banking segment distributes self-directed RRSPs, RRIFs and other self-directed plans, investment loans, term 
deposits and residential mortgages. 


Wealth Management and Brokerage consists of the activities of the subsidiary Laurentian Bank Securities Inc. and the Bank’s share of the 
joint venture BLC-Edmond de Rothschild Asset Management Inc. 


The category “Other” includes treasury and securitization activities and other activities of the Bank including revenues and expenses that are 
not attributable to the above-mentioned segments. “Other” also included special elements in 2001. 
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24. Segmented information (continued) 


Results for the Bank’s segments are based on internal financial reporting systems and are consistent with the accounting principles followed 
in the preparation of the Bank’s consolidated financial statements for the year 2002. Transfer pricing regarding the funding of segments’ 
assets and liabilities is based on wholesale market rates which best reflect the nature and maturities of these items. Non-interest expenses 
are matched against the revenues to which they relate. Indirect costs are allocated to the segments based on appropriate criteria. 


B2B Trust 


Retail Commercial and _ Wealth 
Financial Financial Agency Management Pete Baia 
(in millions of dollars) Services Services Banking and Brokerage Other”) — 


Net interest income 
Other income 


Total revenue 

Provision for credit losses 
Non-interest expenses 

Income (loss) before income taxes and 


non-controlling interest in net income ie : : Mele 
of a subsidiary 60.3 (11.0) 43.1. Wet (12.0) 


Income taxes (recovery) 24.0 (4.5) ACOs On vay 

Non-controlling interest g ua oy Sita 
in net income of a subsidiary = = 5.3 ca) cae Me ere 

Net income (loss) $ 36.3 $ 6.5) $ (201877. 15 1.0 $ ES ee ra a 


2808 «=$ 185702 


Average assets") $  10,289.3 $ 2,999.1 $)- 36871 $ 1,31380:5 3S 

Average loans") $ 10,069.0 $ 2,490.4 $ 3,293.8 Soy, $ (2,548.8) $ 13,3044 — 
Average deposits") $ 7,888.6 $ 43.3 $ =~ 5,007.0 $. 08: $  2028100 9S acer er an 
Efficiency ratio® 765% 34.2 % 535% «= 92.6 % ie 


2001 
B2B Trust 
Retail Commercial and Wealth 
Financial Financial Agency Management 
(in millions of dollars) Services Services Banking and Brokerage Other?) Total 


Net interest income ee 2905S Gis) Soe reo os (40 '$ (22) $ 3652 
Other income 98.7 36.5 20.5 25.4 84.5 265.6 
PE eT ee 
Total revenue 389.2 97.8 100.1 21.4 22.3 630.8 
Provision for credit losses 22.6 10.7 0.9 _ 0.8 35.0 
Non-interest expenses 310.1 32.2 51.6 24.5 27.1 445.5 


Income (loss) before income taxes and 
non-controlling interest in net income 


of a subsidiary - 56.5 54.9 47.6 (3.1) (5.6) 150.3 
Income taxes (recovery) 23.6 23.4 21.2 (1.5) (9.1) 57.6 
Non-controlling interest 

in net income of a subsidiary — = 2.0 _ _ 2.0 
Net income (loss) $ 32.9 $ 31.5 $ 24.4 $ (1:6) ce 3.5 $ 90.7 
Average assets") $  10,571.9 $ 2,898.2 $ 3,665.2 Seen Otte $ (970.4) $  17,176.1 
Average loans") $  10,378.7 $ 2,414.2 $ 3,284.4 $ — $ (2,938.0) $ 13,139.3 
Average deposits") $ 7,664.3 $ 23.3 $ 4,763.3 $ 0.3 SetOc lal $ 14,082.3 
Efficiency ratio® 79.7 % 32.9 % 51.5 % 114.5 % n/a 70.6 % 


ASSO SS es A i Tie ee NE a a SG a a a a ee 

() Assets and liabilities are disclosed on an average basis as this measure is most relevant to a financial institution. 

Consists of treasury and securitization activities, other activities of the Bank including revenues and expenses that are not attributable to the above-mentioned 
segments, as well as special elements in 2001, in particular restructuring costs, gain on dilution, gain related to reinsurance of a block of credit insurance premiums 
and certain elements related to income taxes. 

® Corresponds to non-interest expenses as a percentage of total revenue. 
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corporatersovernance 


The policies and practices of the Bank’s corpo- 
rate governance are aimed at allowing the Board 
to benefit from the authority, the autonomy and 
the information required to assume its responsi- 
bilities with regard to Management and share- 
holders. The corporate governance policies 
and practices provide for their own regular 
reviews and assessments by the various Board 
of Directors’ committees. 


The Bank’s corporate governance practices 
and policies address the various guidelines of the 
Toronto Stock Exchange for effective governance. 
A comparison with these guidelines can be found 
in the Management Proxy Circular prepared in 
connection with the 2002 Annual Meeting. 


Board committees 


The Board has established four committees, to 
which it has delegated particular responsibilities 
and functions. Their composition takes into 
account legislative requirements and the nature 
of their mandate. All of the Board committees 
are composed primarily of outside directors 
who are independent of the management of the 
Bank. They all report in writing to the Board 
on their work. 


The Executive Committee was established to 
exercise the powers conferred on it by the Board 
of Directors. 


This committee consisted of seven directors: 


Raymond McManus, Chair 

L. Denis Desautels, Réjean Gagné, 
Jon K. Grant, Georges Hébert, 
Pierre Michaud, Jonathan |. Wener 


Upon recommendation of the Human Re- 
sources and Corporate Governance Committee, 
the Board abolished the Executive Committee 
on November 7, 2002 and now exercises all the 
powers that it had conferred on it. 


The Audit Committee reviews the annual 
and quarterly financial statements of the Bank, 
along with press releases and Management's dis- 
cussion and analysis of the financial condition 
and operating results that are part of annual and 
quarterly financial disclosures, the implemen- 
tation of appropriate control measures and any 
financial matters that it deems appropriate or 
that is referred to it by the Board. It is specifically 
in charge of supervising the Bank’s internal audit 
function. In discharging their responsibilities, the 
Committee members meet, together and sepa- 
rately, with the officers and the external auditors 
to discuss financial matters within their terms 
of reference. They also meet annually with the 
Superintendent of Financial Institutions of 
Canada or his representative. 


This committee consists of five outside 
directors: 


L. Denis Desautels, Chair 
jill Bodkin, Jon K. Grant, Margot Northey, 
Dominic }. Taddeo 


The Human Resources and Corporate Gov- 
ernance Committee results from the amalgama- 
tion on May 29, 2002 of the Human Resources 
Committee and the Nominating and Governance 
Committee. As part of its human resources 
function, the Committee reviews and approves 
senior executive compensation, assesses the 
performance of the President and Chief Execu- 
tive Officer and the members of the manage- 
ment and planning committees. It reviews the 
administration of short-term and long-term incen- 
tive programs, approves the annual salary policy, 
periodically reviews the Bank’s organizational 
structure and approves the appointment of the 
executive officers. It ensures the succession of 
senior management, and supervises the collec- 
tive bargaining process of unionized employees 
and receives regular reports on relations between 
the Bank and its employees. As part of its 
corporate governance function, the Committee 
is in charge of putting in place and monitoring 


the corporate governance rules. It ensures the 
proper functioning and the efficiency of the Board 
and its committees, and reviews their composi- 
tion and nominations. It is this committee that 
proposes the appointment of new directors and 
evaluates current directors. Among other duties, 
it reviews the compensation of the directors in 
relation to their responsibilities, ensures that 
shareholders are properly informed of Bank affairs 
and deals with any major disagreement between 
the Bank and its shareholders. 


This committee consists of five outside 
directors: 


Pierre Michaud, Chair 
Ronald Corey, Réjean Gagné, 
Christiane Germain, Jon K. Grant 


The Risk Management Committee groups 
together three functions: conduct, credit and 
oversight. As part of its conduct function, the 
Committee monitors the application of methods 
for reviewing transactions with individuals or 
organizations related to the Bank. It monitors 
procedures for disclosure of information to cus- 
tomers concerning banking fees and of pro- 
cedures for examining customer complaints. 
Annually, it reviews the Code of Ethics governing 
the Bank’s employees and officers. As part of 
its credit function, the Committee reviews the 
Bank’s credit policies and procedures and ensures 
that the highest standards of quality are main- 
tained. It also approves loans and advances 
exceeding the limit established by the Board, 
including loans and advances to employees and 
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officers. Furthermore, in its oversight function, 
the Committee reviews conflict of interest situa- 
tions between the Bank and its subsidiaries, 
along with conflicts concerning any individual 
that holds a dual position. It also examines the 
important agreements between the Bank and its 
subsidiaries. 


This committee consists of five outside 
directors: 


Jonathan |. Wener, Chair 
Jean Bazin, Jean-Guy Desjardins, 
Georges Hébert, Veronica S. Maidman 


boardofdirectors 


Jean Bazin (2002) 
lle-des-Soeurs, Verdun QC 
Associate 

FRASER MILNER CASGRAIN® 


Jill Bodkin (1996) 

Vancouver B.C. 

Chairman of the Board 

GOLDEN HERON ENTERPRISES") 


Ronald Corey (1994) 

Westmount QC 

President 

RONALD COREY GROUPE CONSEIL LTEE®) 


L. Denis Desautels, O.C. (2001) 
Ottawa ON 

Executive Director 

CENTRE ON GOVERNANCE 
UNIVERSITY OF OTTAWA") 


Jean-Guy Desjardins (2002) 
Wesmount QC 

President and Chief Executive Officer 
FIERA CAPITAL INC.) 


Réjean Gagné (1980) 
Laval-sur-le-Lac QC 
Chairman of the Board 
and Chief Executive Officer 
FAMCORP INC.) 


Christiane Germain (2001) 
Montreal QC 

President 

GROUPE GERMAIN INC.) 


Jon K. Grant, O.C. (1988) 
Peterborough ON 
Chairman of the Board 
CCL INDUSTRIES INC.) 


Georges Hébert (1990) 
Ville Mont-Royal QC 
Business consultant) 


Veronica S. Maidman (2001) 
Toronto ON 

Chair, Advisory Council 
EQUIFAX CANADA INC.) 


Raymond McManus (1988) 

Baie d’Urfé QC 

President and Chief Executive Officer 
LAURENTIAN BANK 

Chairman of the Board 

B2B TRUST 


Pierre Michaud (1990) 
Montreal QC 

Co-Chairman of the Board 
RENO-DEPOT INC. 

and Chairman of the Board 
PROVIGO INC.) 


Margot Northey (1999) 
Kingston ON 
Corporate director’) 


Dominic J. Taddeo (1998) 

Kirkland QC 

President and Chief Executive Officer 
MONTREAL PORT AUTHORITY") 


Jonathan I. Wener (1998) 
Hampstead QC 

Chairman of the Board 

CANDEREL MANAGEMENT INC.) 


(1) Member of the Audit Committee 


) Member of the Risk Management Committee 


(3) Member of the Human Resources and 
Corporate Governance Committee 
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executive eers 


Members of the 
Management 
Committee 


Raymond McManus 
President and Chief 
Executive Officer 


Robert Cardinal 
Senior Executive Vice- 
President and Chief 
Financial Officer 


Jacques Daoust 
Senior Executive 
Vice-President, 
Wealth Management 
and Brokerage 


André Dubuc 

Senior Executive Vice- 
President, Treasury and 
Capital Markets and 
Chief Risk Officer 


Richard Guay 

Senior Executive Vice- 
President, Retail and 
Commercial Financial 
Services 


Suzanne Masson 
Executive Vice-President, 
Human Resources, 
Corporate Affairs and 
Secretary 


Charles Murphy 
President and Chief 
Executive Officer, 
Laurentian Bank 
Securities Inc. 


Michel Pelletier 
Executive Vice-President, 
Agency Banking 


V.P. Pham 

Executive Vice-President 
and Chief Information 
Officer 


Bernard Piché 
President and Chief 
Executive Officer, 
B2B Trust 


André Scott 

Executive Vice-President 
Commercial Financial 
Services 


Robert Teasdale 

Senior Vice-President, 
Retail Financial Services, 
Ontario and Western 
Canada 


Members 
of the Planning 
Committee 


Marcel Beaulieu 
Vice-President, 

Retail Financial Services, 
North Shore and West 
of Quebec Region 


Chantal Bélanger 

Senior Vice-President, 
Retail Financial Services, 
Quebec 


Luc Bernard 

Senior Vice-President, 
Marketing, Retail and 
Commercial Financial 
Services 


André Bolduc (guest) 
Chief Operating Officer 
and Chief Financial 
Officer 

BLC-Edmond de 
Rothschild Asset 
Management Inc. 


Louise Bourassa 
Senior Vice-President, 
Administrative Services 


Denise Brisebois 
Vice-President, Human 
Resources Retail and 
Commercial Financial 
Services 


Jean-Guy Calvé 
Vice-President and 
Senior Advisor 
Audit 


Francois Desjardins 
Vice-President, 

Call Centre and 
E-Banking Services 


Jean-Francois Doyon 
Vice-President, 
Audit and Security 


Philippe Duby 
Vice-President, 
Technology Outsourcing 
and Project Management 


Claude Dulude 
Vice-President, 
Commercial Banking, 


Quebec 


Richard Fabre 
Vice-President, 

Retail Financial Services, 
Downtown and South- 
West Montreal Region 


Marco Fortier 
Senior Vice-President, 
e-initiatives 


France Gagné 

Vice-President, 
Compensation 
and Benefits 


William Galbraith 
Vice-President, 
Corporate Banking, 
Ontario and Western 
Canada Region 


Mario Galella 
Vice-President, Retail 
Financial Services, 
Northern Montreal and 
West-Island Region 


Michel Gendron 
Vice-President, 
Corporate Banking, 
Quebec Region 


Luc Gingras 
Vice-President, 

Retail Financial Services, 
South of Quebec Region 


Ronald Hodges (guest) 
Vice-President, 
Product Management 
and Client Services, 
B2B Trust 


Allan B. Hodgson 
Vice-President, 

Retail Financial Services, 
Ontario West 


Paul Hurtubise 
Senior Vice-President, 
Real Estate Financing 
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Rick C. Lane 
Vice-President, Real 
Estate Financing, Ontario 


Richard Leclerc 

Senior Vice-President, 

Business Development 
and Client Origination 


André Lopresti 
Vice-President and 
Chief Accountant 


Jacques Lussier 
Vice-President, Retail 
Financial Services, 
Quebec and East 


Chris McMillan 
Vice-President, Retail 
Financial Services, 
Greater Toronto and East 


Yves Magnan 
Senior Vice-President, 
Taxation 


Louis Marquis 
Vice-President, Credit 


Pierre Minville 
Vice-President, 
Finance, Planning and 
Regulated Products, 
Retail and Commercial 
Financial Services 


Michael Murray 
Vice-President, 
Planning and Investors 
Relations 


Marléne Otis 
Vice-President, 
Commercial Financial 
Services, Partners 
Relationships 


Marc Paradis 
Senior Vice-President 
and Controller 


Lorraine Pilon 

Senior Vice-President, 
Legal Affairs and 
Compliance, 
Assistant Secretary 


Nathalie Roberge 
Vice-President 

Public Affairs and 
Communications 


Réjean Robitaille 
Senior Vice-President 
and Treasurer 


Claude Sasseville 
Vice-President, Retail 
Financial Services, East 
of Montreal and Mauricie 


Marie-Josée Sigouin 
Vice-President, Labour 
Relations and Human 
Resources 


Al Spadaro (guest) 
Vice-President, Business 
Development, B2B Trust 


Jean-Patrice Venne 
Vice-President, 
Micro-Business 


Rollie Zellmer 
Vice-President, Retail 
Financial Services, 
Western Canada 


Alicia Zemanek 
Vice-President, 

Risk Integration and 
Operational Risk 
Management 


offices 


Agency Banking 


MONTREAL — HEAD OFFICE 
1981 McGill College Avenue 
Suite 1400 


425 de Maisonneuve Blvd. West 


TORONTO 
130 Adelaide Street West 
Suite 400 


Agricultural 
Financing 
DRUMMONDVILLE 
1240 Saint-Joseph Blvd. 


GRANBY 

40 Evangeline 

LACHUTE 

470 Principale Street 
SAINTE-MARIE-DE-BEAUCE 
16 Notre-Dame 
SAINT-HYACINTHE 

3425 Martineau West 
SAINT-JEAN 

605 Pierre-Caisse 


VICTORIAVILLE 
403 Jutras Blvd. East 


B2B Trust 


TORONTO — HEAD OFFICE 
130 Adelaide Street West 


MONTREAL 
1981 McGill College Avenue 
Suite 1400 


425 de Maisonneuve Blvd. 


BLC - Edmond 
de Rothschild Asset 
Management Inc. 


MONTREAL 
1981 McGill College Avenue 
Mezzanine 255 


SAINTE-FOY 


2600 Laurier Blvd. 
Suite 2200 


TORONTO 


130 Adelaide Street West 
Suite 300 


Brome Financial 
Corporation Inc. 


MONTREAL 


500 Sherbrooke Street West 
Suite 400 


Commercial Financial 
Services 


DRUMMONDVILLE 
1240 Saint-Joseph Blvd. 


KITCHENER 
10 Duke Street West 


MARKHAM 
11 Allstate Parkway 
Suite 430 


MISSISSAUGA 
989 Derry Road East 


MONTREAL 
255 Crémazie East 
11th Floor 


SAINTE-FOY 
2600 Laurier Blvd. 
Suite 2210 


Corporate Banking 


MONTREAL 
1981 McGill College Avenue 
19th Floor 


TORONTO 
130 Adelaide Street West 
Main Floor 


Foreign Exchange 
offices 


MONTREAL 
1981 McGill College Avenue 


TORONTO 
130 Adelaide Street West 
Concourse Level 


VANCOUVER 


800 West Pender Street 
Suite 700 


International services 


MONTREAL 
1981 McGill College Avenue 
Suite 1375 


Laurentian Bank 
Securities Inc. 


CORNWALL 
1140 Brookdale Avenue 


DRUMMONDVILLE 
645 Saint-Laurent Blvd. 
Suite 100 


GRANBY 
20 Place du Lac 


KAMOURASKA 
622 Elzéar Street 


LAVAL 
2525 Daniel-Johnson Blvd. 
Suite 500 


LONGUEUIL 
370 chemin Chambly 


MONTREAL 
1981 McGill College Avenue 
Suite 100 


REPENTIGNY 
810 Basile-Routier 


SAINTE-FOY 
2600 Laurier Blvd. 
Suite 2280 


SAINT-JEAN-SUR-RICHELIEU 
100 Richelieu Street 
Suite 150 


SOREL 
148 Georges Street 
Suite 102 


TORONTO 
130 Adelaide Street West 
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Laurentian Trust 
of Canada Inc. 


MONTREAL 
425 de Maisonneuve Blvd. West 


LBC Capital Il Inc. 


MONTREAL 
1981 McGill College Avenue 
Main Floor, Office 17 


LBC Financial 
Services 


MONTREAL 
425 de Maisonneuve Blvd. West 
Suite 105 


TORONTO 
130 Adelaide Street West 
3rd Floor 


LBC Trust 


MONTREAL 
1981 McGill College Avenue 
20th Floor 


Private Banking 


MONTREAL 
1981 McGill College Avenue 
Mezzanine 255 


Real Estate Financing 


CALGARY 
301 6th Avenue S. West 


KITCHENER 
10 Duke Street West 
Suite 100 


MONTREAL 
1401 McGill College Avenue 
2nd Floor 


TORONTO 
130 Adelaide Street West 
2nd Floor 


VANCOUVER 
800 West Pender Street 
Suite 300 
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subsidiariesancaffiliatedcompanies 


As at October 31, 2002 Carrying value Percentage 
of voting shares of voting shares 
Principal owned by the owned by 

Name ddress Bank") ($000 


the Bank 


74.3 % 


135,929 


B2B Trust) Toronto, Canada $ 

Laurentian Trust of Canada Inc. Montreal, Canada $ 114,769 100 % 
LBC Trust Toronto, Canada $ 45,913 100 % 
Laurentian Bank Securities Inc.) Montreal, Canada $ 17,110 100 % 
LBC Financial Services Inc. Montreal, Canada $ 1,600 100 % 
LBC Capital II Inc. Montreal, Canada $ 9,296 100 % 
BLC-Edmond de Rothschild Asset Management Inc.) Montreal, Canada $ 14,758 50.1 % 
Brome Financial Corporation Inc. Montreal, Canada $ 6,733 51 % 


() The carrying value of voting shares is stated at the Bank’s net equity in these investments. 
2) B2B Trust has been a public company since June 27, 2001. 
® Laurentian Bank Securities (USA) Inc. is a wholly-owned subsidiary of Laurentian Bank Securities Inc. 
 BLC-Edmond de Rothschild Asset Management Inc. is a joint venture. 


shareholder: 


Head office 


Tour Banque Laurentienne 

1981 McGill College Avenue 
Montreal, Quebec H3A 3K3 
Telephone: (514) 284-4500 ext. 5996 
Fax: (514) 284-3396 

Telebanking Centre, 

Automated Banking 

and customer service: 

(514) LBC-1846 (Montreal region) 
No charge dial: 1-800-LBC-1846 
Internet address: 
www.laurentianbank.com 

Telex: 145069 

Swift Code: BLCM CA MM 


Annual meeting 


The Annual Meeting of the Shareholders 
of the Bank will be held Thursday, March 
20, 2003, at 9:00 a.m., at the Mont-Royal 
Centre, 2200 Mansfield Street, Montreal, 
Quebec H3A 3R8. 


Valuation day price 


For capital gains purposes, the market 
value of Laurentian Bank common shares 
on Valuation day, December 22, 1971, 
adjusted for the stock splits of July 1983 
and January 1987, was $3.72. 


Transfer agent and Registrar 


Computershare Trust 
Company of Canada 

1500 University Street 
Suite 700 

Montreal, Quebec H3A 3S8 


Ombudsman’s office 


Laurentian Bank of Canada 
130 Adelaide Street West 
Suite 300 

Toronto, Ontario M5H 3P5 
1-800-473-4782 


Laurentian Bank of Canada 
Tour Banque Laurentienne 
1981 McGill College Avenue 
20th Floor 

Montreal, Quebec H3A 3K3 
(514) 284-4500 ext. 7545 


Change of address and 
inquiries 

Shareholders should notify the Transfer 
Agent of a change of address. Inquiries 
or requests may be directed to the Secre- 
tary’s Office at Head Office or by calling 
(514) 284-4500 ext. 7545. 


Stock symbol and dividend payment 


The common and preferred shares indicated below 
are listed on the Toronto Stock Exchange. 


Common shares 


Preferred shares 
Series 7 
Series 8 


Series 9 


_ Stock Symbol Code CUSIP 


51925D 106 LB 


51925D 70 0 LB.PR.B 
51925D 80 9 LB.PR.C 


51925D 87 4 LB.PR.D 


Dividend Record Date* 


First business day of: 


Investors and analysts 


Investors and analysts may contact 
the Planning and Investors Relations: 
Department at Head Office by calling 
(514) 284-4500 ext. 5907. 


Media 


Journalists may contact the Public Affairs 
and Communications Department at 
Head Office by calling (514) 284-4500 
ext. 7511. 


Direct deposit service 


Shareholders of the Bank may, by advis- 
ing the Transfer Agent in writing, have 
their dividends deposited directly into 
an account held at any financial institu- 
tion member of the Canadian Payments 
Association. 


This Annual Report was produced by 
the Public Affairs and Communications 
Department of Laurentian Bank. 


Vous pouvez recevoir un exemplaire 
francais de ce rapport annuel en faisant 
parvenir votre demande par écrit a: 
Banque Laurentienne 

Tour Banque Laurentienne 

1981, avenue McGill College, 20° étage 
Montréal (Québec) H3A 3K3 


Dividend Payment Date* 


First business day of: 


January February 
April May 
July August 
October November 
ae March 15 

he June 15 
September 15 

December 15 

ia March 15 

June 15 

September 15 


December 15 


i 


* Subject to the approval of the Board of Directors. 


** On such day (which shall not be more than 50 days preceding the date fixed for payment of such dividend) as may be determined 
from time to time by the Board of Directors of the Bank. 
*** On such day (which shall not be more than 30 days preceding the date fixed for payment of such dividend) as may be determined 
from time to time by the Board of Directors of the Bank. 


LAURENTIAN 
BANK 


